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State and Local Governmental Developments—2014

Notice to Readers
This Audit Risk Alert (alert) replaces State and Local Governmental Developments—2013.
This alert is intended to provide auditors of financial statements of state and
local governments with an overview of recent economic, industry, technical,
regulatory, and professional developments that may affect the audits and other
engagements they perform. This alert also can be used by an entity's internal
management to address areas of audit concern.
This publication is an other auditing publication, as defined in AU-C section
200, Overall Objectives of the Independent Auditor and the Conduct of an Audit
in Accordance With Generally Accepted Auditing Standards (AICPA, Professional Standards). Other auditing publications have no authoritative status;
however, they may help the auditor understand and apply generally accepted
auditing standards.
In applying the auditing guidance included in an other auditing publication,
the auditor should, using professional judgment, assess the relevance and appropriateness of such guidance to the circumstances of the audit. The auditing
guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on
by a senior technical committee of the AICPA.

Recognition
AICPA State and Local Governments Expert Panel
Carla Gogin
John Good
Caroline Walsh
The AICPA gratefully acknowledges those members of the Auditing Standards
Board, the AICPA Technical Issues Committee, and the AICPA State and Local
Government Expert Panel, who helped identify the interest areas for inclusion
in this alert.
AICPA Staff
Cheryl L. Costello
Technical Manager
Accounting and Auditing Content Development—Regulated Industries
Laura Hyland
Technical Manager
Governmental Auditing and Accounting
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Feedback
Audit Risk Alert State and Local Governmental Developments is published
annually. As you encounter audit or industry issues that you believe warrant
discussion in next year's alert, please feel free to share them with us. Any other
comments you have about the alert also would be appreciated. You may e-mail
these comments to A&APublications@aicpa.org.
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State and Local Governmental Developments—2014

How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you plan and perform your state and
local government audits and also can be used by an entity's internal management to identify issues significant to the industry. It also provides information
to assist you in achieving a more robust understanding of the business, economic, and regulatory environments in which your clients operate. This alert
is an important tool to help you identify the significant risks that may result
in the material misstatement of financial statements and delivers information
about current accounting, auditing, and regulatory developments. The "On the
Horizon" section provides information on developing issues that may have a
significant impact on the state and local governmental industry in the near
future. That section also includes guidance that either has been issued but is
not yet effective or is in development.
.02 This alert is intended to be used in conjunction with the Audit Risk
Alert General Accounting and Auditing Developments—2013/14 (product nos.
ARAGEN13P, ARAGEN13E, and WGE-XX), which explains important issues
that affect all entities in all industries in the current economic climate. You
should refer to the full text of accounting and auditing pronouncements, as well
as the full text of any rules or publications that are discussed in this alert.
.03 It is essential that the auditor understand the meaning of audit risk
and the interaction of audit risk with the objective of obtaining sufficient appropriate audit evidence. Auditors obtain audit evidence to draw reasonable
conclusions on which to base their opinion by performing the following:

r
r

Risk assessment procedures
Further audit procedures that comprise
— tests of controls, when required by generally accepted auditing standards (GAAS) or when the auditor has chosen
to do so
— substantive procedures that include tests of details and
substantive analytical procedures

.04 The auditor should develop an audit plan that includes, among other
things, the nature and extent of planned risk assessment procedures, as determined under AU-C section 315, Understanding the Entity and Its Environment and Assessing the Risks of Material Misstatement (AICPA, Professional
Standards).1 AU-C section 315, defines risk assessment procedures as the audit procedures performed to obtain an understanding of the entity and its
environment, including the entity's internal control, to identify and assess the
risks of material misstatement, whether due to fraud or error, at the financial
statement and relevant assertion levels. As part of obtaining the required understanding of the entity and its environment, paragraph .12 of AU-C section
315 states that the auditor should obtain an understanding of the industry,
regulatory, and other external factors, including the applicable financial reporting framework, relevant to the entity. This alert assists the auditor with
this aspect of the risk assessment procedures and further expands the auditor's
understanding of other important considerations relevant to the audit.

1

You can find all AU-C sections referenced in this alert in AICPA Professional Standards.
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Economic and Industry Developments
Foreword
.05 It is important that auditors be aware of current economic and industry developments as part of obtaining the required understanding of the client
audit entity and its environment, including external factors applicable to the
engagement and which require the auditor's judgment.
.06 In planning and performing audit engagements, auditors should understand both general and specific economic conditions facing state and local
governments. Economic activities relating to factors such as interest rates,
availability of credit, consumer confidence, overall economic expansion or contraction, inflation, and labor market conditions are likely to affect an entity's
business and, therefore, its financial statements.
.07 In early 2014, overall market indicators seem to portray a theme of
continued improvement in the economy, although several key indicators have
slowed in their rate of growth. For example, and as noted in the "Gross Domestic
Product" section of this alert, though gross domestic product (GDP) continued
to improve in the first quarter of 2014, its rate of growth in comparison to that
of the fourth quarter of 2013 has waned.
.08 The economic and industry development information in this section is
the most recent information available as of May 2014. Economic conditions and
industry developments are fluid and continue to evolve. Therefore, auditors and
other users of this alert should consult the cited resources for the most current
information available, as necessary.

General Economic Conditions
Gross Domestic Product
.09 The GDP measures output of goods and services by labor and property
within the United States. GDP increases as the economy grows or decreases
as it slows. In its April 30, 2014 release, GDP Growth Slows in First Quarter,
the Bureau of Economic Analysis, U.S. Department of Commerce, reports real
GDP increased 0.1 percent in the first quarter of 2014. This rate of growth
signals an economic slow-down when compared to the fourth quarter of 2013
where the growth rate was 2.6 percent.
.10 Three areas have contributed to the slowing of real GDP growth: (a)
downturns in exports' business investment, (b) accelerated decreased inventory
investment, and (c) decreased consumer spending. Transportation equipment
investment spending by business has fallen, inventory investment by retail
trade companies (primarily those of motor vehicles dealers) declined, and the
economy is experiencing reduced consumer spending primarily associated with
nondurable goods, notably clothing, footwear, and food and beverage commodities. Reduced spending has been partially offset by improved growth in utilities
and healthcare.

National Labor Statistics
.11 The U.S. Bureau of Labor Statistics reported for the month of April
2014 that nonfarm payroll employment rose by 288,000 positions. Continued improvement is seen as the unemployment rate fell by 0.4 percent to an

ARA-SLG .05
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aggregate unemployment rate of 6.3 percent. Leading the way in job growth is
improvement in rates of employment in professional and business services, retail trade, food services and drinking establishments, and construction arenas.

U.S. Economic Indicators
.12 The following key economic indicators illustrate the state of the U.S.
economy during 2013 as we entered into 2014:

r

r
r

r
r

According to the Bureau of Economic Analysis, real GDP increased
at an annual rate of 2.6 percent in the fourth quarter of 2013
compared to an increase of 4.1 percent in the third quarter of
2013. Overall, the economy experienced an estimated increase of
1.9 percent in GDP for 2013, compared with an increase of 2.8
percent in 2012.
From December 2012 to December 2013, the unemployment rate
declined from 7.8 percent to 6.7 percent; an unemployment rate
of 6.7 percent represents approximately 10.4 million people. The
annual average rate of unemployment increased from 4.6 percent
in 2007 to 9.3 percent in 2009 and stands at 7.4 percent for 2013.
After a few years of slow, but nevertheless positive growth, the
U.S. economy is showing signs of recovery. Although consumers
continued to spend less, manufacturing remained flat as opposed
to declining, and job growth continued to decline during the beginning of 2013. There were improvements, however, in most of
these areas by the end of 2013.
At the end of 2013, both Standard & Poor's 500 and the Dow Jones
Industrial Average were at or near their highest point since before
the recession started in December 2007.
A lack of a clear direction by Congress is causing uncertainty in
financial markets, banks, corporations, and government agencies.
As a result, support from these sources, such as loans, donations,
and grants may be reduced or eliminated for a longer period of
time until the federal budget and taxation issues are resolved.

Federal Reserve
.13 The Federal Reserve decreased the federal funds rate, the rate at
which banks with balances in a deficit position held at the Federal Reserve
borrow from banks in a surplus position with balances held at the Federal
Reserve, on an overnight basis. The Federal Reserve decreased the target for
the federal funds rate more than 5.0 percentage points from its high of 5.25
percent, prior to the financial crisis, to less than 0.25 percent, where it remained
through December 2013. In order to support a stronger economic recovery, it is
anticipated the Federal Reserve will hold the federal funds rate between 0 and
0.25 percent so long as the unemployment rate remains above 6.5 percent.
.14 The Federal Reserve has described the economic recovery in recent
press releases as follows:

r
r

Household spending and business fixed investment have continued to advance.
Although declining, the unemployment rate remains elevated.

ARA-SLG .14
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The housing sector has shown further signs of improvement.
The inflation rate remains lower than expected.

AICPA CPA Outlook Index (CPAOI): A Measure
of Industry Sentiment
.15 The CPA Outlook Index (CPAOI) is a broad-based indicator of the
strength of U.S. business activity and economic direction that reflects the views
of CPAs who are AICPA members in business and industry holding executive
positions in both public and privately-owned organizations of all sizes, and
across a broad spectrum of industries. Based on a quarterly survey, it is a robust
measure of sentiment about the U.S. economy that is supported by the unique
insight and knowledge that CEOs, CFOs, controllers, and other CPA executives
have about the prospects for their own organizations, their expectations for
revenues and profits, and their plans for spending and employment.
.16 The most recent survey of AICPA business and industry members was
conducted February 12–26, 2014, with results based on responses from 867
qualified respondents. The results of the survey yield a broad-based composite
index that captures the expectations of AICPA members and their plans for
a breadth of indicators of economic activity. This composite consists of the
following nine measures at equal weights:

r
r
r
r
r
r
r
r
r

U.S. economy optimism. Respondent optimism about the U.S.
economy
Organization optimism. Respondent optimism about prospects
for their own organization
Business expansion. Respondent expectations of whether their
business will expand over the next 12 months
Revenues. Expectations for revenue over the next 12 months.
Profits. Expectations for profits over the next 12 months.
Employment. Expectations for headcount over the next 12
months.
IT spending. Plans for IT spending over the next 12 months.
Other capital spending. Plans for capital spending over the
next 12 months.
Training and development. Plans for spending on employee
training and development over the next 12 months.

.17 According to the report, AICPA Business & Industry U.S. Economic
Outlook Survey, 1Q 2014, the CPAOI inched up slightly to 70 points for the
first quarter of 2014, primarily due to a 9 point increase in the measure for
U.S. economy optimism. This 9 point increase reflects a post-recession high of
49 percent of respondents who are optimistic about the economy compared to
38 percent who expressed optimism in the fourth quarter of 2013.
.18 The report's measure of organization optimism offers further encouragement: It is up by 1 point to 74 in the first quarter of 2014, which is an
increase of 7 points from 1Q 2013. This, and the improved optimism in most
sectors, is supported by plans for increased hiring, which could improve tax
revenues for governmental entities. The challenges that businesses are facing
reflect improved economy but increased regulation, regulatory requirements
and employee and benefits costs in the first quarter of 2014.

ARA-SLG .15
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.19 You can find the executive summary and the full report at www.aicpa
.org/interestareas/businessindustryandgovernment/newsandpublications/
pages/economic outlook surveys 2.aspx.

Specific Economic Conditions
The State of the State’s Economy

The Nelson A. Rockefeller Institute of Government
.20 The Nelson A. Rockefeller Institute of Government (Institute) publishes frequent updates on state fiscal conditions. On May 8, 2014, The Institute published preliminary data showing declines in personal income tax
collections in the first quarter of 2014 (www.rockinst.org). Income tax is a major revenue stream for governmental entities; however, this decline and its
impact on governmental entities, including the constituencies of governmental
organizations, do not arrive unexpectedly. In 2013, the Institute communicated
its anticipation that the bubble in income tax collections, driven by taxpayer
responses to the "fiscal cliff," would be short-lived.

Declines in State Tax Collections Anticipated
.21 The fourth quarter of 2013 brought disappointment for many states
with declines in personal income tax and overall tax collections. Further declines are anticipated. Remaining consistent with the hypothesis of continued
improvement in economic indicators, alongside declining rates of growth, the
fourth quarter of 2013 saw states reporting 0.4 percent growth in income tax
collections, down from the 10.9 percent growth of a year ago. The release of
early figures for the first quarter of 2014, however, indicate that governmental
entities may be approaching declines in income tax collections. Governments
and their auditors should consider whether they or their clients are facing a
potential trend of reduced tax revenues and related pressures. The Institute
believes some states have anticipated and reflected a slowing of revenues in
their budgets, but other states may face unpleasant surprises.
.22 Additionally, in its April 2014 release of the State Revenue Report, the
Institute cites three types of underlying reasons for downward growth trends
in tax collections:

r
r
r

State-level changes in the economy (which often differ from national trends)
Different ways in which economic changes affect each state's tax
system
Legislative tax changes

.23 The April 2014 release focuses on trends related to tax revenues and
collections, and notes the following in its "Highlights" section:

r
r

State tax revenues grew by 3.5 percent in the fourth quarter of
2013. This is down from 5.7 percent in the third quarter and from
9-plus percent in each of the two prior quarters.
The Plains region showed the greatest growth at 7.8 percent while
the Mid-Atlantic states showed the weakest growth at 0.5 percent
in the fourth quarter of 2013.

ARA-SLG .23
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Growth in personal income tax collections softened significantly
in the third and fourth quarters of 2013, likely due to the mirrorimage effect of the initial fiscal cliff on taxpayer behavior, which
had driven tax collections upward in the spring of 2013.
At the end of 2013, inflation-adjusted total tax revenues for the
first time surpassed the peak levels reported in 2008. Sales tax
collections, however, were below peak levels.
Preliminary figures for the first quarter of 2014 indicate possible
declines in personal income tax collections.
Local property tax revenues grew by 3.0 percent in the fourth
quarter, marking the seventh consecutive quarter of growth in
nominal terms.

.24 Tax revenue streams are integral and key elements that influence
government budgets and, therefore, the operations of governmental entities.
Taxation is essential to the support of government organizations, particularly
as governments continue to strive in the current economic climate to provide
ongoing operating activities (such as those typically seen in the activities of governmental funds). Budgeting, a central control device, and imperative in the
function of governments, is among the seven phases of the government management cycle, consisting of planning, programming, budgeting, operations,
accounting, reporting and auditing. Budgets are also laws and ordinances that
embody the priorities and objectives of the government and the citizenry it
serves. Auditors should be aware of the impact of changes in estimated tax revenues and collections and their effect on the budget (and any revisions during
the year), and should incorporate assumptions and expectations accordingly in
concluding on government financial statements. Auditors should also consider
risks that downturns may impose on the control environment, pressures felt
by the auditee's management, and on financial statement reporting.

Regional and State Employment
.25 According to the U.S. Bureau of Labor Statistics (bureau), April 2014
overall regional and state unemployment rates remained consistent and generally unchanged from March 2014 rates. The bureau notes that 21 states experienced unemployment rate decreases, 17 states and the District of Columbia
had increases, and 12 states showed no change. Unemployment rates decreased
in 46 states and the District of Columbia from April 2013 and increased in 4
states. Consistent with continued improvement in economic indicators, alongside declining rates of growth, the national jobless rate was unchanged from
February 2014 at 6.7 percent, but was 0.8 percent lower than March 2013.

Municipal Markets
Municipal Securities Rulemaking Board First Quarter 2014 Report
.26 On May 14, 2014, the Municipal Securities Rulemaking Board (MSRB)
released municipal market statistics for the first quarter of 2014 for the $3.7
trillion municipal bond market. The MSRB's quarterly statistical summaries
include aggregate municipal market information for the most recent quarter and cover different types of municipal issues, trades and interest rate
resets.

ARA-SLG .24
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.27 Highlights of the MSRB's first quarter 2014 report include the
following:

r
r
r
r
r
r

The par amount traded of tax-exempt securities increased 2 percent to $640.1 billion in the first quarter of 2014 from $627.7
billion traded in the first quarter of 2013.
Trading of taxable securities decreased 10.7 percent to $57.8 billion in the first quarter of this year, compared to the $64.7 billion
during the first quarter of 2013.
The number of trades in the municipal market during the first
quarter of 2014 decreased less than 1 percent to 2.39 million
trades from the number of trades in the first quarter of 2013.
A $3.5 billion Commonwealth of Puerto Rico general obligation
bond issued in March was the most heavily traded municipal bond
in the first quarter of 2014 both in terms of par value and number
of trades. The Puerto Rico bond traded 2,363 times during the
quarter, at a value of $7.7 billion.
The number of variable rate demand obligations (VRDO) rate resets declined to 152,714 in the first quarter of 2014, the lowest
number of rate resets in a quarter since the MSRB began collecting VRDO reset information in April 2009.
Trading of fixed rate securities accounted for approximately 57
percent of the total par traded and 94 percent of the overall number of trades in the first quarter of 2014. Variable rate securities
accounted for 31 percent and 2 percent of trading activity by par
and number of trades in the first quarter, respectively.

.28 The MSRB 2013 Fact Book can help you learn more about municipality
activity such as historical statistics on municipal market trading patterns, continuing and primary market disclosures, and interest rate resets for municipal
variable rate securities. You can find the Fact Book at www.msrb.org/MarketDisclosures-and-Data/Market-Statistics/MSRB-Fact-Book.aspx.

Municipal Bond Considerations
.29 Municipal bonds debt, issued by local governments, state governments, districts, and other entities that serve a civic purpose (including states,
towns, cities, counties, school districts, hospitals, transportation authorities,
universities and colleges, housing projects, road and highway authorities, water
districts, and power districts) are issued by governments and special purpose
entities as a means to borrow funds to finance municipality improvements, such
as infrastructure projects and capital improvements. There are over 80,000
issuers of municipal bonds in the United States.
.30 In considering the impact of municipal bond related activity on financial statement audits, auditors should use judgment in assessing risk and
developing their audit plans with respect to the impact of municipal bond market activity as applicable to their clients. A key consideration auditors should
address is that of net investment in capital assets, a component of net position
(and reported on the statement of net position of proprietary funds and the
government-wide financial statements). As amended under GASB Statement
No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net Position, net investment in capital assets consists
of capital assets, net of accumulated depreciation, reduced by the outstanding

ARA-SLG .30
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balances of bonds, mortgages, notes or other borrowings that are attributable
to the acquisition, construction, or improvement of those assets. Deferred
outflows of resources and deferred inflows of resources that are attributable
to the acquisition, construction, or improvement of those assets or related debt
are now required to be included in this component of net position.

State and Local Government Health Care Concerns
.31 As state and local governments continue to navigate the aftermath of
the Great Recession, health care spending remains a main source of fiscal pressure. Faced with less money of their own and less federal aid, state and local
governmental entities and their officials now find themselves with greater responsibility and discretion in the conduct and financing of domestic programs,
including health care. Auditors should evaluate risks that anticipated reductions in fiscal funding and pressures related to the governmental entity's ability
to meet program needs of its citizenry may impose on the control environment
and on financial statement reporting of the auditor's engagement. Provision of
health care crosses over into the federal arena; however, this alert focuses on
health care concerns at the state and local agency level.

Trends in Health Care Spending
.32 The report "State, Local Government Spending on Health Care Grew
Faster Than National Rate in 2012"2 has the following to say:

r
r

r
r
r

Health care spending by states and localities increased 8 percent,
according to the latest data from the Centers for Medicare and
Medicaid Services, consuming a larger share of revenue—about
$3 of every $10.
State and local government health spending data from 2012 indicate that much of the slower rate of growth (2 percent) from
2008 to 2010 can be traced to a temporary surge in federal Medicaid funding, not a change in long-term spending trends. The aid
stopped flowing in July 2011 and was the primary reason state
Medicaid expenditures rose steeply that year (22 percent) and in
2012 (15 percent).
For state and local governments, health care spending as a share
of revenue increased from 16 percent in 1987 to 31 percent in
2012. Combined health care expenditures by state and local governments increased an inflation-adjusted 260 percent during that
time.
In the years ahead, the Centers for Medicare and Medicaid Services projects that state and local government spending will rise
by 49 percent in inflation-adjusted dollars from 2012 to 2022.
Looking further ahead, the Government Accountability Office
(GAO), the nonpartisan investigative arm of Congress, warns that
health care spending is the primary driver of the long-term fiscal challenges that it expects state and local governments to face.
According to the GAO's simulation, state and local health-related

2
This report was published January 27, 2014, on the PEW State and Consumer Initiatives
website: www.pewstates.org/research/reports/state-local-government-spending-on-health-care-grewfaster-than-national-rate-in-2012-85899445452.
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expenditures will nearly double as a percentage of gross domestic
product from 2014 to 2060.

Legislative and Regulatory Developments
SEC
Municipal Advisor Registration
.33 Section 975 of the Dodd-Frank Act amended Section 15B of the Securities Exchange Act of 1934 to, among other things, require the registration
of municipal advisors with the SEC and to provide for their regulation by the
MSRB. After the Dodd-Frank Act became law, the SEC established a temporary
registration regime.
.34 Under the Dodd-Frank Act, the term municipal advisors refers to
persons and organizations that provide advice about the issuance of municipal securities, the investment of bond proceeds, or related financial products,
such as derivatives. That definition is much broader than the definition historically used by the market, and potentially covers many more individuals and
companies.
.35 The SEC had proposed new rules 15Ba1-1 through 15Ba1-7and related forms under the Securities Exchange Act of 1934, as published in Release
No. 34-63576, File Number S7-45-10, Registration of Municipal Advisors. The
proposed rule broadly defined a municipal advisor to include any accountant,
unless the accountant is preparing financial statements, auditing financial
statements, or issuing letters for underwriters for, or on behalf of, a municipal
entity or obligated person. Comment letters on the proposed rules, including a
letter from the AICPA, raised concerns that this definition of municipal advisor would encompass accountants who are performing "customary and usual"
services incidental to, or inextricably linked to, the practice of accountancy
and whom, comments suggested, should not be subject to required registration
with the SEC. Concerns related to the various services that CPA firms provide
for entities that issue (or are conduit obligors of) municipal bonds (such as
inclusion consent letters, comfort letters, agreed-upon procedures reports used
by underwriters in conducting their due diligence on an offering, and so on),
and whether the performance of those services would subject the firms to this
registration process with the SEC. The SEC carefully considered issues raised
in comment letters and in its final rule (discussed further subsequently in this
alert) expanded the accountant exemption to include accountants providing
audit or other attest services.
.36 In September 2013, the SEC issued Final Rule Release No. 34-70462,
Registration of Municipal Advisors (the final rule). The final rule provides
additional clarity on the definition of a municipal advisor and establishes a
permanent SEC registration process for those municipal advisors. According
to the definition in the final rule, an advisor which is a municipal entity is a
state, political subdivision of a state, or municipal corporate instrumentality.
Section 15B(e)(4) of the Securities Exchange Act of 1934 (1934 Act) defines the
term municipal advisor to mean, in part, a person (who is not a municipal entity
or an employee of a municipal entity) that (a) provides advice to or on behalf
of a municipal entity or obligated person with respect to municipal financial
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products or the issuance of municipal securities, or (b) undertakes a solicitation
of a municipal entity or obligated person.
.37 The final rule excludes from the definition of municipal advisor accountants providing audit and attest services, preparing financial statements,
or issuing letters for underwriters for, or on behalf of, a municipal entity or
obligated person. The SEC believes that it was appropriate to exclude all audit
and attest services because all such services are generally subject to regulation
and professional standards, including independence requirements. However,
the SEC did not exclude from the definition of municipal advisor non-attest
services (such as tax services, including arbitrage services) and advice relating to GAAP in the context of a non-audit relationship because these activities
or services could also be performed by non-accountants. Instead, accountants
performing such non-attest services will need to evaluate the services to determine whether they are providing "advice" as described in the final rule. Though
the term advice is not explicitly defined in the final rule, it does explain that
advice excludes, among other things, the provision of general information that
does not involve a recommendation regarding municipal financial products or
the issuance of municipal securities, including the structure, timing, terms,
and other similar matters concerning such financial products or issues. If an
accountant determines that non-attest services being performed are advice,
registration with the SEC is likely required.
.38 The final rule requires a municipal advisor to permanently register
with the SEC if it provides advice on the issuance of municipal securities
or about certain investment strategies or municipal derivatives. Section V of
the final rule describes the various compliance dates for municipal advisors to
complete their applications for permanent registration. The earliest compliance
date described therein is July 31, 2014, for certain municipal advisory firms
that are currently registered under the existing temporary registration rules.
A municipal advisory firm that enters into the municipal advisory business on
or after October 1, 2014, and does not have a temporary registration number as
of October 1, 2014, must file a complete application for registration under the
permanent registration regime on or after October 1, 2014, and be registered
with the SEC before engaging in municipal advisory activities.
.39 Auditors with clients who are issuers or conduit obligors in municipal
securities offerings should consider all provisions of the final rule, including
whether they meet the definition of a municipal advisor and the related accountant exemption rule. To understand how specific situations pertain to
filing deadlines, review the full text of the final rule at www.sec.gov/rules/final/
2013/34-70462.pdf.
.40 You may also refer to the SEC Office of Municipal Securities, Registration of Municipal Advisors Frequently Asked Questions (FAQ), published May
19, 2014, at www.sec.gov/info/municipal/mun-advisors-faqs.shtml. This document also has helpful information in FAQ No. 1, "The Advice Standard," to help
you understand the content, context and manner in which an accountant may
provide information to a municipal entity or obligation person without giving
"advice" that would require registration as a municipal advisor. The issue accountants should consider is whether or not, under all the relevant facts and
circumstances, the information presented to a municipal entity or obligated
person is sufficiently limited so that it does not involve a recommendation
that constitutes advice. In other words, the determination of whether a person
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provides "advice" under the advice standard for municipal advisor registration
purposes generally involves whether the person makes a recommendation.

SEC Approves Temporary Stay
.41 In response to the final rule, market participants have requested additional time to address a number of pertinent implementation and compliance
matters surrounding the adaptation of their policies and procedures, supervisory practices, internal controls, account and investment tracking systems,
recordkeeping procedures, business models and practices, educating their personnel with respect to this regulatory regime, and developing training programs to establish effective compliance with the rules.
.42 On January 13, 2014, the SEC issued Release No. 34-71288, Registration of Municipal Advisors; Temporary Stay of Final Rule,3 to place a temporary
stay of the final rule on the registration of municipal advisors as applies to the
requirement for persons who are municipal advisors (as opposed to municipal entities or advisory firms that are municipal advisors) to register under a
permanent registration. The issuance of the stay means that persons are not
required to comply with this requirement until July 1, 2014.

SEC Division of Enforcement Initiatives
.43 Protecting investors and the municipal securities market is a core
function of the SEC. On March 10, 2014, the SEC Division of Enforcement announced the Municipalities Continuing Disclosure Cooperation (MCDC) Initiative to encourage issuers and underwriters of municipal securities to self-report
certain violations of the federal securities laws rather than wait for violations
to be detected.
.44 The initiative is an innovation by the Division of Enforcement to
uncover securities law violations and improve transparency in the municipal
markets. The Division of Enforcement views its announcement as an opportunity for qualified parties (those who issue and underwrite municipal securities)
to take advantage of standard, favorable terms it will recommend to parties
who self-report that they have made inaccurate statements in bond offerings
about their prior compliance with continuing disclosure obligations specified in
Rule 15c2-12 under the 1934 Act.
.45 Rule 15c2-12 generally prohibits underwriters from purchasing or
selling municipal securities unless the issuer has committed to providing continuing disclosure regarding the security and issuer, including information
about its financial condition and operating data. Furthermore, municipal bond
offering documents are to contain a description of any instances in the previous
five years in which the issuer failed to comply, in all material respects, with
any previous commitment to provide such continuing disclosure.
.46 Although not limited to these circumstances, violations can occur for
which underwriters for bond offerings can be held liable for failing to meet due
diligence regarding the truthfulness of representations in the issuer's official
statement, or for which the SEC files an enforcement action against a municipal
issuer for misrepresentations about their prior compliance with continuing
disclosure obligations.

3

You can find the full text of the release at www.sec.gov/rules/final/2014/34-71288.pdf.
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.47 In the SEC's Release 2014-46, the SEC Division of Enforcement,
states, "Those who do not self-report and instead decide to take their chances
can expect to face increased sanctions for violations." Auditors and their clients
are encouraged to gain a complete understanding of Release 2014-46.
.48 Auditors and practitioners within the municipals community, including municipal advisors, underwriters and bond analysts, should familiarize
themselves with the initiative. You can find the release at www.sec.gov/News/
PressRelease/Detail/PressRelease/1370541090828.
.49 The SEC reports numerous examples of SEC enforcement charges
against municipal officials and others related to municipal securities offerings,
some of which included monetary penalties (see "The State of the Municipal
Securities Market" at www.sec.gov/spotlight/municipalsecurities.shtml). Examples include the following:

r

r

r

r
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Release 2013-235, "SEC Charges Municipal Issuer in Washington's Wenatchee Valley Region for misleading Investors." The release states, "The Securities and Exchange Commission today
charged a municipal issuer in the state of Washington's Wenatchee Valley region with misleading investors in a bond offering
that financed the construction of a regional events center and ice
hockey arena. The SEC also charged the underwriter and outside
developer of the project and three individuals involved in the offering." The SEC investigation found inaccuracies in the primary
disclosure document (such as the official statement) which stated
there had been no independent reviews of the financial projections
for the events center. However, an independent consultant twice
examined the projections and raised questions about the center's
economic viability.
Release 2012-88,"SEC Charges Former Detroit Officials and Investment Adviser to City Pension Funds in Influence Peddling
Scheme." The release describes charges against the former Detroit mayor, the former city treasurer, and the investment advisor
to the city's public pension funds relating to a secret exchange of
lavish gifts to peddle influence over the funds' investment process.
Release 2013-136, "SEC Charges School District and Muni Bond
Underwriter in Indiana With Defrauding Investors." The release
describes charges against a school district in Indiana and its municipal bond underwriter for falsely stating to bond investors that
the school district had been properly providing annual financial
information and notices as part of its prior bond offerings."
Release 2013-130, "SEC Charges City of Miami and Former Budget Director With Municipal Bond Offering Fraud." The release
describes charges against the city of Miami and its former budget director relating to securities fraud in connection with several
municipal bond offerings and other disclosures made to investors.
The SEC investigation found that the city and budget director
made materially false and misleading statements and omissions
about certain interfund transfers in three bond offerings. They
similarly included false and misleading information in the city's
comprehensive annual financial reports that are distributed to
broad segments of the investing public, including investors in previously issued city debt.
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.50 To be eligible for the MCDC Initiative, an issuer or underwriter must
self-report by accurately completing a questionnaire and submitting it within
the six-month period beginning March 10, 2014, and ending at 12:00 a.m. EST
on September 10, 2014. Information required by the questionnaire includes the
following:

r
r
r
r
r

Identification and contact information of the self-reporting entity
Information regarding the municipal securities offerings containing the potentially inaccurate statements
Identities of the lead underwriter, municipal advisor, bond counsel, underwriter's counsel and disclosure counsel, if any, and the
primary contact person at each entity, for each such offering
Any facts that the self-reporting entity would like to provide to
assist the staff in understanding the circumstances that may have
led to the potentially inaccurate statement(s)
A statement that the self-reporting entity intends to consent to
the applicable settlement terms under the MCDC Initiative

Noncompliance With Continuing Disclosure Obligations
.51 Issuers and obligors are required to file copies of final official statements, as well as information required under continuing disclosure agreements
with the MSRB's EMMA website (www.emma.msrb.org). An auditor may become aware during a financial statement audit that a governmental entity
has not complied with its continuing disclosure obligations. In such situations,
the auditor should consider whether additional procedures are necessary to
assess the entity's internal control over required filings. Noncompliance could
have a material effect on the financial statements. Auditors should consider
the impact on the client's financial statements and the adequacy of financial
statement disclosure about violations, as well as the actions taken by the client
to address them.

MSRB
Electronic Municipal Market Access
.52 Electronic Municipal Market Access (EMMA® ) is the official repository
for filings within the municipal bond market community. EMMA is intended
and utilized to ensure market integrity, the faith of the general public and
citizenry and the added security of investors. EMMA houses information on
more than 1.2 million outstanding municipal securities.

MSRB EMMA Website Enhancements
.53 In its February 2014 and June 9 editions of "Recent EMMA® Enhancements," the MSRB announced new features and enhancements to its EMMA
website to assist market participants, including auditors and issuers.4 Among
the enhancements and new features are the following:

r

4

June 2014 launch of a new electronic tool to help users more
quickly and easily gauge the trade price of a municipal bond.
Investors can use a new price discovery tool to enter the CUSIP of

You can find the document at http://msrb.org/msrb1/EMMA/pdfs/EMMA-Enhancements.pdf.
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r
r
r
r
r

any security to assess the potential value of municipal securities
that trade infrequently by finding recent trade prices of municipal
securities with similar characteristics.
June 2014 introduction of a graphical view of trade prices over
time, available for every municipal security on EMMA, allowing
users to visualize historical pricing of securities and to analyze
trends.
February 2014 enhanced organization and presentation of the
EMMA homepage to help municipal market participants quickly
find prices and disclosures, browse all securities in a particular
state, and access multimedia municipal market educational materials.
February 2014 pilot feature to enable users to access a simple interactive map to browse comprehensive lists of state, city, county
and other issuers by state.
November 2012 introduction of MyEMMA, a free tool that provides customized access to municipal disclosures and trade data
available on the EMMA website.
September 2012 introduction of the 529 Plan Display, an interactive map enhancement which now provides free access to 529
college savings plan disclosures that describe each plan's investment options, fees and expenses, and any state benefits, for states
in which the primary distributor is subject to MSRB jurisdiction.
A limited number of states, however, do not engage municipal
securities dealers to serve as primary distributors for their plans
and, accordingly, disclosures will appear for those plans only if
submitted voluntarily. States establish 529 college savings plans
under Internal Revenue Code (IRC) Section 529(b)(1)(A)(ii) as
qualified tuition programs through which individuals may accumulate funds for certain qualified higher education expenses of
beneficiaries.

Financial Disclosures
.54 When state and local governments issue most types of municipal securities, their underwriters are required under SEC Rule 15c2-12 to reasonably
determine that the issuer, or other persons obligated to make payment on the
securities, have agreed to provide ongoing disclosures, including updated financial information, to investors using the MSRB's EMMA website. It is important
for responsible parties to take appropriate steps to protect the municipality
and preserve the integrity of the municipal market. Issuers should identify
required financial disclosures, establish disclosure policies and procedures and
make disclosures publicly available on EMMA.

Audit Issues and Developments
Mixing Financial Statement Presentations
.55 Auditors are cautioned when reporting on an entity that has multiple
frameworks (for example, generally accepted accounting principles [GAAP] and
cash basis frameworks). In some states, municipalities report on a cash-basis
but have component units within their reporting framework that report on
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a GAAP basis (such as a government hospital). The auditor's opinion would
have to be modified to address this situation as an unmodified opinion is not
permitted to address multiple frameworks. If other auditors are involved, and
thus a group audit occurs, the group engagement partner should evaluate
the guidance in AU-C section 600, Special Considerations—Audits of Group
Financial Statements (Including the Work of Component Auditors) (AICPA,
Professional Standards).

Related Party Footnotes
.56 Relative to the clarification in GASB Statement No. 62, Codification
of Accounting and Financial Reporting Guidance Contained in Pre-November
30, 1989 FASB and AICPA Pronouncements, auditors should evaluate their
clients' related party footnotes to ascertain the appropriateness and adequacy
of footnotes in accordance with the statement.
.57 Paragraphs 54–57 of GASB Statement No. 62 provide guidance on
disclosures of transactions between related parties. Related party transactions
include those transactions that occur between a government and trusts for the
benefit of the government's employees, such as pension and other postemployment benefit (OPEB) trusts that are managed by or under the trusteeship of the
government's management. Financial statements should include disclosures of
related party transactions above and beyond items typically considered to be
in the ordinary course of business (such as compensation arrangements, expense/expenditure allowances, and other similar items). Under the statement,
disclosures should include the following:

r
r
r
r

The nature of the relationship(s) involved
A description of the transactions, including transactions to which
no amounts or nominal amounts were ascribed, for each of the
periods for which financial statements are presented, and such
other information deemed necessary to gain an understanding of
the effects of the transactions on the financial statements
The dollar amounts of transactions for each of the periods for
which financial statements are presented and the effects of any
change in the method of establishing the terms from that used in
the preceding period
Amounts due from or to related parties as of the date of each
statement of net position presented and, if not otherwise apparent,
the terms and manner of settlement.

Implementation of GASB Pension Standards
.58 GASB has issued two new standards that, in tandem, have or will
substantially change the accounting and financial reporting of public employee
pension plans and the accounting and financial reporting of the state and local
governments whose employees are provided with pensions:

r
r

GASB Statement No. 67, Financial Reporting for Pension Plans
—an Amendment of GASB Statement No. 25, revises existing guidance for the financial reports of most government pension plans.
GASB Statement No. 67 is effective for financial statements for
periods beginning after June 15, 2013.
GASB Statement No. 68, Accounting and Financial Reporting
for Pensions—an Amendment of GASB Statement No. 27, revises
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and establishes new accounting and financial reporting requirements for most government entities whose employees are provided
with pension benefits. GASB Statement No. 68 is effective for financial statements for fiscal years beginning after June 15, 2014.
.59 These statements introduce major changes in the calculation and
reporting of pension obligations and expenses, including the following:

r
r
r
r
r
r

Reporting the net pension liability in the government-wide financial statements
Measuring pension liabilities
Using different discount rates for the portion of pension liability
where plan fiduciary net position is expected to pay benefits as
they come due
Recognizing interest on the total pension liability as a currentperiod expense
Deferring the differences between actual and expected investment
returns
The financial presentation and disclosures related to employer
and pension plan financial reports

.60 The issues surrounding the implementation of the pension standards
will affect the plan preparers and their auditors as well as participating employers and their auditors. These issues are critical for preparers as well as
auditors.
.61 Additionally, it is essential that both auditors and preparers of governmental financial statements are familiar with the numerous accounting and
auditing issues facing employers participating in multiple-employer plans. The
AICPA State and Local Government Expert Panel (SLGEP) has placed emphasis on multiple-employer plans.
.62 A major challenge facing employers participating in cost-sharing and
agent multiple-employer plans is obtaining necessary information to accurately
report the pension amounts in their financial statements. Similarly, employer
auditors will face challenges obtaining sufficient appropriate evidence in order
to opine on the pension amounts included in employer financial statements.
.63 In addressing pertinent issues, the SLGEP has held discussions internally, as well as externally with various stakeholders, including actuaries,
plan administrators, government employers, and GASB. The SLGEP has issued whitepapers addressing both cost-sharing multiple-employer plans and
agent multiple-employer plans. As well, the ASB has issued related auditing
interpretations.
.64 Imperative in conducting audits is an understanding that if multipleemployer plans do not follow the best practice recommendations in the whitepapers issued by the SLGEP, it is unlikely that employer auditors will be able to
accumulate sufficient appropriate audit evidence necessary to provide unmodified opinions on opinion units of government financial reporting entities that
have material pension amounts. Additionally, a key point is that unaudited
information provided by a plan to its participating employers to support allocations or pension amounts, does not constitute sufficient appropriate audit
evidence for employer auditors on which to base their opinions. Though it may
be possible for the employer and employer auditor to perform additional work to
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adequately verify unaudited amounts provided by the plan, the SLGEP states
in its whitepapers that it believes that such alternative approaches would likely
not be practical. Thus, though the SLGEP acknowledges that the solutions proposed in its whitepapers are only recommendations, it believes that there are
few, if any, alternatives that employers and their auditors could efficiently and
effectively utilize to obtain sufficient appropriate evidence on which to base
pension amounts or their audit opinions, respectively.
.65 The Governmental Audit Quality Center (GAQC) has added a new
resource center, "GASB Matters," to the GAQC website to consolidate issues,
resources, and communications from the AICPA and the SLGEP on GASB areas of concern. Valuable to auditors of pension information, "GASB Matters"
contains links to the whitepapers and auditing interpretations summarized in
this alert and auditors are encouraged to read these whitepapers and interpretations in their entirety to gain a fuller understanding of these matters. Note
that this new resource center will continue to expand as additional guidance
is issued and you can access "GASB Matters" at www.aicpa.org/interestareas/
governmentalauditquality/resources/gasbmatters/pages/default.aspx.

Cost-Sharing Plans, Participating Employers, and Auditors
.66 A cost-sharing plan is one in which the participating employers pool
their assets and their obligations to provide defined pension benefits. Plan
assets can be used to pay retirees of any participating employer in the plan.
Such plans frequently have a large number of participating employers, often
in the thousands.
.67 Once GASB Statement No. 68 is implemented, employers will be required to recognize a liability as employees earn their pension benefits (that is,
as government employees provide services to the governmental agencies, functions, and departments for which they are employed). For the first time, each
employer participating in a cost-sharing plan will recognize its entity's proportionate share of the collective pension amounts for all benefits provided through
the plan. Pension amounts to be recognized by employers include the net pension liability, deferred outflows of resources, deferred inflows of resources, and
pension expense.
.68 The impact of implementing GASB Statement No. 68 will be significant because the net pension liability will appear on the face of the employer's
accrual-based financial statements along with the employer's other long-term
liabilities. For many governmental entities, and thus clients of governmental
auditors, the net pension liability will be material, perhaps more so than any
other long-term liability appearing in the financial statements. Furthermore,
changes in the net pension liability will be recognized immediately as pension
expense, or reported as deferred outflows of resources or deferred inflows of resources, depending on the nature of the change, which could result in reporting
four possible categories of deferrals for presentation purposes.

Challenges to Employers in Recognizing the Proportionate Share
of Collective Pension Amounts

Limitations With the Audited Statements of the Plan
.69 Under GASB Statement No. 67, the financial statements of costsharing plans include only the net pension liability for the plan as a whole but
do not include deferred outflows of resources or deferred inflows of resources by
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category or pension expense for all participating employers. Additionally, the
plan financial statements do not include each participating employer's share
of the collective pension amounts. Participating employers will need information beyond what is provided in the audited financial statements of the plan to
determine their proportionate share of the collective pension amounts.

Methods of Allocation
.70 The basis of an employer's allocation of the collective pension amounts
should be consistent with the manner in which contributions to the plan are determined. Although GASB Statement No. 68 encourages an allocation method
based on an employer's projected long-term contribution effort to the plan as
compared to the total projected long-term contribution efforts of all employers
contributing to the plan (the actuarial method), the standard does allow for
other allocation methods, including allocations based on historical measures
such as actual contributions or covered payroll. Allocations based on historical
measures are likely to be more easily substantiated than the actuarial method.
However, the use of such a historical measure may not be appropriate in certain
circumstances, such as if there are different classes of benefits.

Responsibility for Calculation of the Allocation Percentage
.71 An allocation percentage is necessary to derive an employer's proportionate share of the collective pension amounts to be reported. GASB Statement No. 68 does not specify which party (plan administrator or employer) is
responsible for calculating the allocation percentages. However, all the necessary information for performing this calculation is available in cost-sharing
plans, including the data supporting the allocation measure for each individual
employer (the numerator of the calculation) and for all employers (the denominator of the calculation).
.72 Employers wishing to calculate their own allocation percentages face
two challenges:

r
r

If individual employers calculate their own allocation, different
employers participating in the same plan might allocate collective
pension amounts using different bases.
Employers may not have the necessary data to accurately calculate the allocation. Participating employers would be able to support their individual amount (the numerator of the calculation),
but would not likely have access to all employers' corresponding
amounts (the denominator of the calculation).

Responsibility for Calculation of Collective Pension Amounts
.73 As previously discussed, the audited financial statements of costsharing plans include only the net pension liability for the plan as a whole,
and do not include deferred outflows of resources or deferred inflows of resources by category, or pension expense in total for all participating employers.
Though deferred outflows of resources and deferred inflows of resources by category and pension expense are not disclosed in the plan financial statements,
the actuary of the plan is expected to calculate them and include them in the
actuarial valuation report. Since these amounts relate to all participating employers, it is unlikely that the employer and their auditors would have access
to necessary information for the plan as a whole to calculate and verify the
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collective pension amounts. Clearly, the cost-sharing plans and their actuaries
are in the best position to determine these amounts.

SLGEP Best Practice Recommendations for Allocation
of Pension Amounts
.74 To overcome the challenges described above, the SLGEP prepared a
whitepaper, Governmental Employer Participation in Cost-Sharing MultipleEmployer Plans: Issues Related to Information for Employer Reporting which
provides recommendations to overcome the challenges previously noted.
.75 In summary, the SLGEP recommends the following:

r

r
r

Cost-sharing plans prepare a schedule of employer allocations and
related notes to the schedule and engage their plan auditors to
obtain reasonable assurance and report on the schedule in accordance with AU-C section 805, Special Considerations—Audits of
Single Financial Statements and Specific Elements, Accounts, or
Items of a Financial Statement (AICPA, Professional Standards).
See also Interpretation No. 1, "Auditor of Governmental CostSharing Multiple-Employer Pension Plan," of AU-C section 805
(AICPA, Professional Standards, AU-C sec. 9805 par. .01–.02).
Cost-sharing plans prepare a schedule of pension amounts by employer and engage their plan auditors to obtain reasonable assurance and report on the schedule in accordance with AU-C section
805. See also Interpretation No. 1 of AU-C section 805.
Additional employer and employer auditor considerations as
deemed appropriate.

Responsibilities of the Plan for Testing Census Data
.76 Another SLGEP whitepaper titled "Single-Employer and Cost-Sharing
Multiple-Employer Plans: Issues Associated with Testing Census Data in an
Audit of Financial Statements," addresses the role of census data in singleemployer and cost-sharing plan financial statements and the plan auditor's
responsibility for such census data. This whitepaper addresses the responsibility of the cost-sharing plan to obtain all necessary information and the plan
auditors to obtain sufficient appropriate evidence regarding the completeness
and accuracy of all census data underlying certain financial statement elements
of the plan.
.77 The SLGEP proposes a risk-based approach to be used to determine
which plan employers select for testing, after identifying individually important employers. The auditor may find the following qualitative factors helpful
when selecting employers to test:

r
r
r
r
r

The size of the employer in relation to a plan
Past errors or control deficiencies of an employer
Length of time since procedures under this section were last performed at an employer
Whether there have been significant changes in the workforce of
an employer
Results of internal analysis (analytical procedures) of employer
information;
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New or terminating employer
Whether the financial statements of participating employers are
audited and have received unmodified opinions

.78 The frequency of procedures to be performed by the plan auditor at
each employer will depend on the number of employers participating in the
plan, the relative size of each employer, and the individual risk assessments.
It's important to note that there often may be circumstances for which employers are not tested as part of such a cycle because they are relatively small
and considered to be inconsequential to the plan, both individually and when
aggregated with other small employers not subject to testing.
.79 The level and extent of testing depends on whether the plan has
effective controls over census data reported by employers to the plan, including
a plan management process for verifying the underlying payroll records of the
participating employers to determine that the information provided is accurate
and complete. Auditor judgment will be needed to determine the approach used
to select the employers for the purpose of testing underlying payroll records.
.80 Under such a risk-based approach, if the plan auditor cannot or does
not perform site visits to directly test census data at each employer selected for
testing, such census data could be tested by the employer's auditor as part of
an examination engagement in accordance with AT section 101.5 The plan auditor could then use such examination engagements as substantive evidence in
lieu of directly performing the procedures, assuming such engagements are designed to encompass the completeness and accuracy of the census data and the
selection of employers subject to the examination engagements, as determined
by the plan auditor.
.81 The SLGEP whitepaper provides more detail and an illustration of
the proposed risk-based approach to census data testing.

Agent Multiple-Employer Plans, Participating Employers, and Auditors
.82 An agent plan is one in which the assets of the employers are pooled for
investment purposes but separate accounts are maintained for each individual
employer. It is essentially a collection of single-employer pension plans that
are commonly administered. Such plans frequently have a large number of
participating employers, often in the thousands.
.83 Prior to implementing GASB Statement No. 68, employers participating in an agent plan recognize annual pension cost under a funding approach.
Pension expense, accordingly, is derived from an actuarially calculated annual
required contribution to the plan. Pension liabilities result from differences
between the annual required contributions and contributions made.
.84 With the implementation of GASB Statement No. 68, employers will
be required to recognize a liability as employees earn their pension benefits
(that is, as they provide services to the governmental entity for which they
are employed). For the first time, employers participating in agent plans will
need to recognize the employer's specific pension amounts, which include net
pension liability, deferred outflows of resources, deferred inflows of resources,
and pension expense (specific pension amounts). To the extent that the employer's long-term obligation to provide pension benefits (total pension liability)
5

You can find all AT sections referenced in this alert in AICPA Professional Standards.
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is larger than the value of the assets available in the plan to pay pension benefits (fiduciary net position), there exists a net pension liability. Though the
employer may have recorded a liability related to pensions (under the funding approach), the implementation of GASB Statement No. 68 is significant
because the net pension liability will need to be recorded and be displayed on
the face of the employer's accrual-based financial statements for the first time,
along with the employer's other long-term liabilities.

Challenges to Employers in Recognizing Their Specific Pension Amounts

Limitations With the Audited Statements of the Plan
.85 Participating employers will need information beyond what is provided in the audited financial statements of the plan to determine their specific
pension amounts.
.86 Under GASB Statement No. 67, the financial statements of agent
plans do not include the specific pension amounts required to be reported by
participating employers and these employers do not have direct access to the
underlying plan records and data supporting such amounts. Additionally, the
plan financial statements do not disclose actuarial information for each individual employer or the plan as a whole. Actuarial information for each employer,
including census data submitted to the actuary, underpins the calculation of
the employer's net pension liability.
.87 Another challenge is that the financial statements of agent plans only
report fiduciary net position for the plan as a whole. As fiduciary net position is
a component necessary to calculate net pension liability, employers need their
specific interest in the agent plan's fiduciary net position (that is, separate
account information specific to the governmental entity), which the plan is not
required to report in its financial statements.

Verifying Completeness and Accuracy of Census Data
.88 Specific pension amounts (that is, total pension liability, deferred
outflows of resources, deferred inflows of resources, and pension expense) are
dependent on demographic data of the participants of the plan, which is referred to as census data. Significant elements of census data may include the
following:

r
r
r
r
r
r
r
r
r

Date of birth
Date of hire or years of service
Marital status
Eligible compensation
Class of employee
Gender
Date of termination or retirement
Spouse date of birth
Employment status (that is, active, inactive, or retired)

.89 The underlying records of the census data are typically maintained
by different parties. Most commonly, the underlying records of active members
are maintained by the employers. The underlying records of plan participants
who are no longer employed by the government (that is, inactive or retired)
are maintained by the plan. However, regardless of the party maintaining the
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underlying records, the plan acts as the record-keeper for census data, as the
plan prepares a census data file to provide to the actuary based, in part, on
information reported to the plan by the participating employers on a periodic
basis. The census data file is an accumulation of census data information reported over numerous years that is continually adjusted by the plan based on
known events. Thus, another challenge facing employers is how to determine
whether census data pertaining to their inactive and retired members is complete and accurate and whether the plan has properly accumulated the census
data information reported to it by participating employers in the census data
file.

SLGEP Two-Part Best Practice Recommendation for Addressing
Employer Reporting Issues
.90 The differences in reporting requirements for the plan, compared to
those of the employer, are significant. Given the nature of the elements the
employer is required to report, the SLGEP solutions to address employer reporting issues are two-fold. First, the SLGEP has developed a best practice
solution, with two options, to address total pension liability, deferred outflows
of resources, deferred inflows of resources, and pension expense. Second, the
AICPA SLGEP has developed a best practice solution, also with two options,
to address the employer specific fiduciary net position.
.91 To overcome the various challenges described above relating to obtaining sufficient appropriate evidence on the specific total pension liability,
deferred outflows of resources, deferred inflows of resources, and pension expense, the SLGEP recommends the following, which are further explained in
the previously mentioned whitepaper:

r
r

The plan actuary issues a separate actuarial valuation report specific to each employer, which includes an actuarial certification
letter addressed to each employer's management.
The plan engages its auditor to issue one of the following:
—

Option 1: A SOC 1SM type 2 report on controls over census data maintained by the plan.

—

Option 2: An examination engagement over selected
management's assertions related to census data maintained by the plan.

.92 To overcome the various challenges described relating to the fiduciary
net position component of net pension liability, the SLGEP recommends the
following, which are further explained in the whitepaper:

r
r
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The plan prepares a schedule of changes in fiduciary net position
by employer and related notes to the schedule.
The plan engages its auditor to opine on the schedule of fiduciary
net position by employer through one of the following:
—

Option 1: An opinion on the schedule as a whole combined with a service of SOC 1 type 2 report on the controls
over the calculation and allocation of additions and deductions to employer accounts.

—

Option 2: An opinion on each employer column in the
schedule.
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.93 The employer auditor is solely responsible for the audit of the employer's financial statements and, therefore, is responsible for determining the
sufficiency and appropriateness of audit evidence necessary to reduce audit
risk to an appropriately low level. The best practice solutions presented may
need to be tailored to fit the particular risks identified at the employer level.

Auditing Interpretations—Pensions
.94 The AICPA's Audit Issues Task Force and SLGEP have developed
new auditing interpretations centering on the implications of GASB Statement
No. 67 and GASB Statement No. 68. Specifically, the interpretations focus on
the two types of multiple-employer plans: cost-sharing and agent. Additional
information is available at www.aicpa.org/research/standards/auditattest/
pages/recentaainterpretations.aspx.

Additional Resources Related to Pensions
.95 For auditors of governmental pension plans or participating governmental entities, following are some additional resources to assist users in advance of and during the implementation of the new standards:

r
r
r
r
r
r

r

GASB pronouncements. GASB has made available the following
pronouncements on its website: GASB pronouncements (including
GASB Statement Nos. 68 and 67); GASB implementation guides
(including GASB Implementation Guides 68 and 67); concepts
statements; GASB interpretations; and GASB technical bulletins.
GASB educational resources. GASB has made available numerous
resources on its website that include podcasts, fact sheets, articles,
and more which are all available to the public.
GAQC Alert No. 255, New Agent Pension-Related Auditing Interpretations and Summary of Key Pension-Related Guidance. This
GAQC Alert, which is open to the public, describes the new governmental agent pension-related auditing interpretations.
GAQC Alert No. 253, Important New Agent Plan Guidance for
Plans, Participating Governmental Plan Employers, and Their
Auditors Issued by AICPA. This GAQC Alert, which is open to the
public, describes the whitepaper released relevant to agent plans,
participating employers, and auditors.
GAQC Alert No. 249, New Pension-Related Auditing Interpretations Issued and AICPA Volunteer Opportunities. This GAQC
Alert, which is open to the public, describes the new governmental and cost-sharing pension-related auditing interpretations.
GAQC Alert No. 244, Important Cost-Sharing Plan Guidance for
Plans, Participating Governmental Employers, and Their Auditors Issued by AICPA. This GAQC Alert, which is open to the
public, describes the whitepapers released relevant to cost sharing plans, participating employers, and auditors and the various
SLGEP efforts on pension-related matters.
AICPA governmental conferences. Anticipating the significant effect the new GASB pension standards will have on plans, employers, and their auditors, the AICPA will provide extensive coverage
of these matters in the 2014 governmental conference agendas.
Consider attending the following:
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—

Government Accounting and Auditing Conference
(GAAC). The GAAC is offered in two locations. GAAC
East will be held in Washington, DC August 11–12, 2014.
GAAC West will be held in Denver, CO September 23–24,
2014.

—

Governmental and Not-for-Profit Training Program. This
conference will be held in Las Vegas, NV October 20–22,
2014.

Pension Toolkit
.96 A new online toolkit designed to help preparers and auditors of state
and local government pension plans implement new accounting and financial
reporting standards was released November 11, 2013 by GASB. The toolkit is
available at no cost at the GASB website (www.gasb.org).

Group Audits
Defining a Component in Group Audits
.97 Group audits involve the audit of financial statements that include the
financial information of more than one component (group financial statements)
and are commonplace in audits of state and local governments. An audit of
group financial statements involves identifying the components that are part
of the group and considering the effect of the components on the overall group
audit strategy and group audit plan, including the extent to which the group
engagement team will use the work of component auditors. AU-C section 600
addresses special considerations that apply to group audits; in particular, those
that involve component auditors. The applicability of AU-C section 600 depends
on whether more than one component is identified, regardless of whether another auditor is involved. If only one auditor is responsible for all of the opinion
units in the financial reporting entity and no components are included, the
requirements of AU-C section 600 may not apply. In this situation, the group
engagement team may conclude that the financial statements are not group
financial statements because there is only one component—the government
itself.
.98 A component is an entity or business activity for which group or
component management prepares financial information that is required to be
included in the group financial statements. A component may include, but
is not limited to, a subsidiary, geographical location, division, investment,
product or service, function, process, or component unit of a state or local
government.
.99 The financial reporting framework for state and local governments
uses terms and definitions that are similar to those used in AU-C section 600
but generally have a different meaning or context in the GASB literature. For
example, GASB defines component units as legally separate organizations for
which the elected officials of the primary government are financially accountable. Component units can also be other organizations for which the nature
and significance of their relationship with a primary government are such
that exclusion would cause the reporting entity's financial statements to be
misleading. These separate legal entities are included in the primary government's basic financial statements (which may be group financial statements)
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as blended or discretely presented component units when certain conditions
exist. Component units as defined by GASB, however, are not consistent with
the definition of a component presented in AU-C section 600.
.100 The group engagement team may identify a component unit as a
component under GASB, but it may also identify additional components under
AU-C section 600 because the definition of a component in AU-C section 600 is
broader than that of a component unit within GASB. For example, a non-major
special revenue fund that is not a component unit but is required by GASB to be
included in the governmental financial reporting entity's financial statements
could, as defined by AU-C section 600, be identified by the group engagement
team as a component.

Components in the Context of Opinion Units
.101 A unique aspect of financial reporting by governmental entities that
affects the application of AU-C section 600 in a governmental audit, is that the
financial statements often include multiple opinion units, which the auditor
is required to report on separately based upon separate audits performed in
accordance with the respective performance materiality of each opinion unit.
Accordingly, it can be analogized that each opinion unit is equivalent to its
own group and there would likely be no additional requirements under AUC section 600 unless the opinion unit contains components or is audited by
other auditors. See the decision tree following paragraph .105, "Applying AU-C
Section 600 in Audits of Governmental Entities"
Example. A utility fund, which is reported as a major enterprise of a
city, has historically operated on an autonomous basis from the city.
The utility has different management, which is accountable to a utility board. The accounting information for the utility included in the
city's basic financial statements is prepared separately by management of the utility. Although the utility appears to meet the definition
of a component, there would be no additional procedures required
to be performed under AU-C section 600 because the utility is being audited as a major fund, and the utility itself does not have any
components.
In contrast, if the utility is not a major fund, the requirements of AU-C
section 600 would apply because the utility would be a component of
the aggregate remaining fund information. In this situation, the group
auditor would establish component materiality for the utility and perform audit procedures based on the significance of the utility and the
assessed risk of material misstatement in relation to the aggregate
remaining fund information.
.102 The financial statements of the governmental and business-type activities would not normally need to be considered when identifying components.
These financial statements are formed by combining the financial statements
of the underlying major funds and aggregate remaining fund information, all
of which are separate opinion units for which the auditor expresses separate
opinions. Accordingly, there would be no additional procedures to be performed
under AU-C section 600. Audit procedures on the required reconciliations (for
example, procedures on the reconciling items for capital assets and long-term
debt) should be performed using the performance materiality of the respective
opinion units.
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.103 If a single firm audits the group as well as all of the components, there
may still be a need to separately calculate materiality for each component. To
make this determination, the auditor should consider the following:

r
r

Whether the components are material to the group as a whole

r
r

Whether the accounting and finance functions are centralized

Whether the components and group share the same location and
internal control policies and procedures

Whether there are any significant risks or accounts that reside
only at the component level

.104 If an opinion unit, or component thereof, is audited by another auditor, and the other auditor's work on the financial information will be used
as audit evidence for the group audit, the opinion unit or the component unit
would be considered a component under AU-C section 600, and the group auditor should follow the AU-C section 600 guidance related to component auditors.
.105 Opinion units that commonly have more than one component include
the aggregate remaining fund information and aggregate discretely presented
component units. The aggregate remaining fund information often includes
pension trust funds, investment trust funds, and similar activities for which
there is a separate governance structure (board), management, and accounting for the different activities. Similarly, the aggregate discretely presented
component units often have more than one component unit. Each component
unit, by definition, is legally separate and usually has a separate governance
structure.
Decision Tree: Applying AU-C Section 600 in Audits of
Governmental Entities

Do any opinion units contain
more than one component
(excluding government-wide
financial statements)?

Yes

AU-C section 600
applies

Yes

AU-C section 600
applies

No
Is any opinion unit audited by
other auditors whose work will
be used as audit evidence for the
group audit?
No

No additional audit procedures
under AU-C section 600
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Identifying Components in State and Local Government Group Audits
.106 Auditors may consider the following factors when identifying components for state and local governments:

r
r
r
r
r

Governance, legal, and management structures
Decentralization of operations
Outsourcing of operations
Nature of activities and uniqueness of relationship to the entity
Control environment

.107 AU-C section 600 always applies if the governmental entity has an
equity method investment or when a component of the entity is audited by other
auditors. The other factors described previously require the use of professional
judgment in identifying components in audits of governmental entities and the
application of AU-C section 600.

Responsibilities of the Group Auditor

Deciding to Act as Auditor of Group Financial Statements
.108 The group engagement partner decides to act as the auditor of the
group financial statements and report as such on the group financial statements
upon evaluating whether the group engagement team will be able to obtain
sufficient appropriate audit evidence through the group engagement team's
work or use of the work of component auditors. Relevant factors in making this
determination include, but are not limited to the following:

r
r
r

Individual financial significance of the components for which the
auditor of the group financial statements will be assuming responsibility
Extent to which significant risks of material misstatements of
the group financial statements are included in the components
for which the auditor of the group financial statements will be
assuming responsibility
Extent of the group engagement team's knowledge of the overall
financial statements

.109 In audits of state and local governments, additional factors to consider include the following:

r
r

Engagement by the primary government as the auditor of the
financial reporting entity
Responsibility for auditing the primary government's general
fund (or other primary operating fund)

.110 The group engagement partner is responsible for the direction, supervision, and performance of the group audit engagement. The group engagement
partner is also responsible for deciding, individually for each component, to one
of the following:

r

Assume responsibility for, and thus be required to be involved in,
the work of a component auditor, insofar as that work relates to
the expression of an opinion on the group financial statements
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Not assume responsibility for the work of a component auditor
and, accordingly, make reference to the audit of a component auditor in the auditor's report on the group financial statements

When Is it Appropriate to Make Reference to Other Auditors?
.111 In accordance with AU-C section 220, Quality Control for an Engagement Conducted in Accordance With Generally Accepted Auditing Standards
(AICPA, Professional Standards), the group engagement partner is required
to be satisfied that those performing the group audit engagement, including
component auditors, collectively possess the appropriate competence and capabilities. The group engagement partner also is responsible for the direction,
supervision, and performance of the group audit engagement.
.112 The requirements of AU-C section 220 apply regardless of whether
the group engagement team or a component auditor performs the work on the
financial information of a component.
.113 Whether or not reference will be made in the auditor's report on
the group financial statements to the audit of a component auditor, the group
engagement team should obtain an understanding of the following:

r
r
r
r
r

Whether a component auditor understands and will comply with
the ethical requirements that are relevant to the group audit and,
in particular, is independent
A component auditor's professional competence
The extent, if any, to which the group engagement team will be
able to be involved in the work of the component auditor
Whether the group engagement team will be able to obtain information affecting the consolidation process from a component
auditor
Whether a component auditor operates in a regulatory environment that actively oversees auditors

.114 In addition, the group engagement team will need to consider the
following:

r
r
r

Differences in the financial reporting framework between the
group and component statements
Whether the audit of the component financial statements will be
completed in time to meet the group reporting schedule
Differences in auditing and other standards applied to the component

.115 When the group engagement team has serious concerns about the
professional competence of the component auditor or the component auditor
does not meet the independence requirements that are relevant to the group
audit, the group auditor cannot use the work of the other auditors or make
reference to the other auditors in his or her report. This requirement may have
significant implications in audits of governments because of the potentially
separate legal status and governance structure of entities included within the
reporting entity and the inability of group management to control or influence
the contracting relationship between component management and component
auditors. In these cases, the group auditor may not have the ability to step in
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and perform the necessary audit work for the component, resulting in a scope
limitation.
.116 If the group engagement partner decides to name a component auditor in the auditor's report on the group financial statements, the component
auditor's express permission should be obtained.
.117 The following illustrates the auditor's responsibility section of a report that refers to the audit of a component auditor.
Auditor's Responsibility
Our responsibility is to express opinions on these financial statements
based on our audit. We did not audit the financial statements of [identify organization, function, or activity], which represent [XX] percent,
[XX] percent, and [XX] percent, respectively, of the assets, [net position, or fund balances], and revenues of the [identify opinion unit(s)].1
Those statements were audited by other auditors whose report has
been furnished to us, and our opinion, insofar as it relates to the
amounts included for [identify organization, function, or activity], is
based solely on the report of the other auditors. We conducted our
audit in accordance with auditing standards generally accepted in the
United States of America.2 Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order
to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinions.
1

Appropriate changes to this sentence should be made when an entire
opinion unit is audited by another auditor. For example, "We did not
audit the financial statements of the Sewer Enterprise Fund, which is
both a major fund and XX percent, XX percent, and XX percent, respectively, of the assets, net position, and revenues of the business-type
activities." However, the report still should indicate in the "Auditor's
Responsibility" section the group auditor's responsibility for auditing
that opinion unit. The group auditor should also express or disclaim
an opinion in the "Opinion" section of the report.
2
See footnote 1.
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.118 If the component auditor does not, or is unwilling to respond to,
requests from the group auditor, several issues need to be addressed. Despite
the lack of response by the component auditor, the procedures and guidance
in AU-C section 600 apply. As such, the group auditor would be unable to
make reference to the component auditor without their permission or response
to requests by the group auditor. In addition, the group auditor would need to
assess the risk and determine if any alternative procedures could be performed.
If not, the group auditor would be required to modify their opinion.
.119 If the group engagement auditor decides to assume the responsibility for the work of a component auditor, no reference should be made to the
component auditor in the auditor's report on the group financial statements.
.120 After gaining an understanding of each component auditor, the group
engagement partner should decide whether to make reference to a component
auditor in the auditor's report on the group financial statements. AU-C section 600 has a number of requirements in order for the group auditor to make
reference and, thus, should be consulted carefully when making such a determination.
.121 AU-C section 600 discusses a reporting scenario when a component's
financial statements are prepared on a different financial reporting framework from that used for the group financial statements. It is important to note
that the GASB financial reporting framework allows certain nongovernmental
component units, such as foundations that report under the FASB financial
reporting framework, to be incorporated into the reporting entity's financial
statements. GASB does not have a requirement to change the recognition,
measurement, or disclosure standards applied in a nongovernmental component unit's separate financial statements. In these circumstances, the group
auditor may make reference to the audit of a component auditor.

Communications Between Group and Component Auditors
.122 AU-C section 600 requires timely communication between the group
engagement team and the component auditor of certain specific items and also
requires that the communications about the group engagement team's requirements be documented in writing. Effective two-way communication between
the group and component auditors is fundamental to an effective group audit.
In the past, effective two-way communication has been challenging for auditors
of governmental entities due to the numerous auditors involved, the competitive selection process, and various governance structures. If effective two-way
communication does not exist between the group engagement team and the
component auditor, a risk exists that the group engagement team may not
obtain sufficient appropriate audit evidence.

Frequently Asked Questions About Group Audits
.123 Practitioners and auditors, alike, often make inquiries regarding
group audits. Because of the continued interest on group audit matters, this
alert presents some of the most frequently asked questions, as follows.
.124 Q—If we reference work done on a component by another auditor,
do we have to include the entire original component auditor's report in the
primary government's report or can we just reference the component auditors
description of the opinion given and also describe in the notes to the primary

ARA-SLG .118

31

State and Local Governmental Developments—2014

government's financial statements where to obtain a copy of the component's
financial statements and auditor's report?
A—The entire report is not required to be included.
.125 Q—Does AU-C section 600 apply only when the auditor makes reference to another auditor in their report on the group financial statements?
A—No. AU-C section 600 applies to all audits of group financial statements.
Certain requirements (detailed in paragraphs .50–.64 of AU-C section 600)
are applicable to all components, except those for which the auditor of the
group financial statements is making reference to the work of a component
auditor. (See paragraph .08 of AU-C section 600.) For additional information
refer to Technical Questions and Answers (TIS) section 8800, Audits of Group
Financial Statements and Work of Others (AICPA, Technical Practice Aids).
.126 Q—Am I required to calculate separate component materiality if I
am the only firm auditing both the group as well as each of the components?
A—You would need to apply judgment. Factors to consider might include the
following:

r
r

Whether the components are material to the group as a whole

r
r

Whether the accounting and finance functions are centralized

Whether the component and group share the same location, internal control policies and procedures
Whether there are any significant risks or accounts that reside
only at the component level

.127 Q—When is it appropriate to make reference to other auditors?
A—In all group audits, the group engagement team is required to obtain an
understanding of the component. Some factors to consider when deciding to
make reference might include the following:

r
r
r
r

Differences in the financial reporting framework between the
group and component statements
Whether the audit of the component financial statements will be
completed in time to meet the group reporting schedule
Differences in auditing and other standards applied
Whether it is impracticable for the group engagement team to be
involved in the work of the component auditor

.128 Q—Per AU-C section 600, it is important that the group engagement
team understand the group and its components, as well as the related assessed
risks of material misstatements in order to determine or evaluate whether the
work of the component auditor will provide sufficient appropriate evidence to
support the overall conclusion on the group financial statements. What if the
group engagement partner fails to receive a response from the component audit
firm after several attempts, or the component audit firm is unwilling to provide
the requested information?
A—The procedures and guidance in AU-C section 600 are still applied. The
group auditor would not be able to make reference to the component auditor
without their permission or response. The group auditor would need to assess
risks and determine if any additional alternative procedures could be applied.
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If no such procedures can be performed, the group auditor would have to modify
the opinion on the group financial statements.
.129 Q—If a component is not audited in accordance with Government Auditing Standards (GAS), but is audited in accordance with generally accepted
auditing standards (GAAS), what are the responsibilities of the group auditor
and how should they report on the fact that the component was not audited
under Government Auditing Standards?
A—Paragraph .31 of AU-C section 700, Forming an Opinion and Reporting
on Financial Statements (AICPA, Professional Standards), states that the auditor's report should state that the audit was performed in accordance with
GAAS and identify the United States of America as the source of those standards. Furthermore, paragraph .42 of AU-C section 700 notes that the auditor
may indicate that the audit was also conducted in accordance with another set
of auditing standards. However, the auditor should not refer to having conducted an audit in accordance with another set of standards unless the audit
was conducted in accordance with both sets of standards.
.130 Q—When a component auditor conducts an audit of a component's
financial statements using GAS and the group engagement team conducts the
audit of the group financial statements using GAAS, may the auditor's report
on the group financial statements make reference to the component auditor?
A—Yes. Financial audits performed under the 2011 revision of GAS incorporate
AICPA Statements on Auditing Standards by reference, as well as establish
additional requirements. Further, the audit reports issued to meet GAS requirements often refer separately to GAAS as well. Therefore, the audit of the
component would be deemed to have been performed in accordance with GAAS
and the audit report on the group financial statements may make reference to
the component auditor. Such reference is appropriate only when the component auditor follows the requirements established by GAAS when conducting
the financial audit of the component under GAS.
.131 Q—If you are the group auditor and the government has only one
component but it's not significant to any of the opinion units being reported on
would the component have to be audited? If not audited, what does the report
state about the component?
A—When no component is identified as significant to the affected opinion unit,
it is likely that appropriate responses to assessed risks of material misstatement for some or all accounts or classes of transactions may be implemented at
the group level without the involvement of or reference to a component auditor
in the report. (See paragraphs .A19, .A65, and .A83 of AU-C section 600.)
.132 Q—AU-C section 600 allows for the aggregation of multiple components into one component. If you aggregate multiple components into one
component due to common internal control, management and processes, does
AU-C section 600 still apply?
A—Yes. Although the components are aggregated, they are still considered
individual components when determining the applicability of AU-C section
600.
.133 Q—If one of the components issues financial statements that are
restricted as to use, can the group auditor make reference?
A—No.
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.134 Q—If the component has its own audit, and the group auditor makes
reference to the component auditor, does the group auditor still need to calculate materiality for the component?
A—Yes. Materiality needs to be calculated for aggregation risk at the group
level by the group auditor.
.135 Q—If a group contains a hospital component that has a separate
auditor, does the group auditor have to have healthcare experience to continue
as group auditor?
A—The group auditor does not necessarily have to have expertise, but should
have enough experience to understand the report being issued by the component auditor.
.136 Q—A firm audits a school district and the school district has six
discretely presented component units that the firm also audits. Though this
puts the audit under the group auditing standard, in practice does it really
change the audit firm's approach other than documenting that it understands
that the discretely presented component units are components?
A—No. See the flow chart following paragraph .105, "Applying AU-C Section
600 in Audits of Governmental Entities."
.137 Q—Does AU-C section 600 apply if a firm audits all aspects of a given
governmental entity and there are no other auditors involved in any aspects
of the entity's funds, departments, and the like? Is the auditor still required to
identify components and document such?
A—Yes. The auditor of a governmental entity should consider whether AU-C
section 600 is applicable to any audit performed. By definition, a group audit
requires the primary government reporting unit and at least one component.
If a group audit situation exists, the group auditor should determine whether
other auditors (component auditor(s)) exist and whether to use or reference the
work of a component auditor (where applicable).
.138 Q—When should a group auditor communicate with a component
auditor where there is a difference in year-ends between the group audit reporting date and the component auditor's reporting date? For example, if the
group audit has 12/31 year-end and the component audit has a 3/31 year-end,
how should the timing of the communication from the group auditor to the
component auditor occur as the group and component audits do not take place
simultaneously?
A—You should work with the primary government, which should have a system
of reporting and collecting this information.
.139 Q—Do the requirements of AU-C section 600 apply only when the
group auditor makes reference to the audit of another auditor in the report on
the group financial statements?
A—No. AU-C section 600 applies to all audits of group financial statements.
Certain requirements are applicable to all components except those for which
the auditor of the group financial statements is making reference to the work
of a component auditor.
.140 Q—If the group engagement partner decides to make reference to
one component auditor in the audit report on the group financial statements,
is the group auditor required to make reference to all component auditors in
that report?
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A—No. The group engagement partner decides to make reference to "a" component auditor. The decision to make reference to the audit of a component
auditor is made individually for each component auditor.
.141 Q—What factors determine whether or not an auditor decides to act
as the auditor of a group's financial statements?
A—The group engagement partner decides to act as the auditor of the group
financial statements and to report as such on the group financial statements
upon evaluating whether the group engagement team will be able to obtain
sufficient appropriate audit evidence through the group engagement team's
work or use of the work of component auditors. Relevant factors in making
this determination include, among other things, the (1) individual financial
significance of the components for which the auditor of the group financial
statements will be assuming responsibility, (2) extent to which significant risks
of material misstatements of the group financial statements are included in
the components for which the auditor of the group financial statements will
be assuming responsibility, and (3) extent of the group engagement team's
knowledge of the overall financial statements.
In audits of state and local governments, additional factors to consider include
(1) engagement by the primary government as the auditor of the financial
reporting entity and (2) responsibility for auditing the primary government's
general fund (or other primary operating fund).
.142 Q—What are the group engagement team's responsibilities with respect to components that are not significant components?
A—The group engagement team is required to perform analytical procedures at
the group level for components that are not significant. Financial information
of components may be aggregated at various levels of purposes of the analytical procedures. In addition, the group engagement team may be required in
certain circumstances to perform (or request a component auditor to perform)
additional procedures on the financial information of a component that is not
significant.
.143 Q—Do the requirements of AU-C section 600 apply when the group
engagement team does not identify any significant components?
A—Yes. AU-C section 600 is applicable to audits of group financial statements
and group financial statements include financial information for more than
one component whether or not any component is identified as a significant
component. When a group consists only of components not considered significant components, the group engagement partner can reasonably expect to
obtain sufficient appropriate audit evidence (on which to base the group audit
opinion) if the group engagement team will be able to (1) perform work on
the financial information of some of these components and (2) use the work
performed by component auditors on the financial information of other components to the extent necessary to obtain sufficient appropriate audit evidence. In
addition, when no component is identified as significant, it is more likely that
appropriate responses to assessed risks of material misstatement for some or
all accounts or classes of transactions may be implemented at the group level,
without the involvement of component auditors.
.144 Q—When a component auditor restricts the group engagement
team's access to relevant documentation, will the auditor of the group financial
statements be able to report on the group financial statements?
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A—Yes. As long as the group engagement team is able to obtain sufficient
appropriate audit evidence, the group engagement partner is able to report on
the group financial statements. However, this is less likely as the significance
of the component increases.
.145 Q—Does AU-C section 600 change the auditor's responsibilities with
respect to fraud in the audit of a group's financial statements?
A—No. The group engagement team is required to gain an understanding of the
group and its environment and to identify and assess the risks of material misstatement of the group financial statements due to error or fraud. In addition
the group engagement team is required to design and implement appropriate
responses to the assessed risks.
.146 Q—If the group engagement partner decides to make reference to a
component auditor in the auditor's report on the group financial statements,
does the group engagement team establish materiality for the component auditor to use in the separate audit of the component's financial statements?
A—No. The group engagement team establishes materiality for both the group
financial statements as a whole and the financial information of those components on which the group engagement team will perform (or request a component auditor to perform) an audit or review. For the group financial statements,
component materiality is required to be determined taking into account all components regardless of whether reference to the audit of a component auditor
will be made in the audit report on the group financial statements. Different
materiality may be established for different components in the context of the
group audit and the aggregate of component materiality may exceed group
materiality.
However, if the group engagement partner assumes responsibility for the work
of a component auditor, the group engagement team is required to evaluate the
appropriateness of performance materiality at the component level. In addition,
the group engagement team is required to communicate the relevant component materiality to that component auditor. The component auditor uses component materiality to evaluate whether uncorrected detected misstatements
are material, individually or in the aggregate.
.147 Q—When the group engagement partner decides to assume responsibility for the work of a component auditor, is the group engagement team
required to be involved in the work of the component auditor?
A—Yes. The group engagement team is required to determine the type of
work to be performed by the group engagement team (or a component auditor
on behalf of the group engagement team) on the financial information of a
component. The group engagement team is also required to determine the
nature, timing, and extent of its involvement in the work of the component
auditor.
.148 Q—When the group engagement partner decides to assume responsibility for the work of a component auditor, are all communications between the
group engagement team and the component auditor required to be in writing?
A—No. Communication between the group engagement team and a component
auditor may not necessarily be in writing. For example, the group engagement
team may visit the component auditor to discuss identified significant risks or
to review relevant parts of the component auditor's audit documentation. In all
audits of group financial statements, however, communications between the
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group engagement team and the component auditors about the group engagement team's requirements should be written.

Accounting Issues and Developments
Recently Issued GASB Pronouncements and Related Guidance
.149 The following summaries are for informational purposes only and
should not be relied upon as a substitute for a complete reading of the applicable statements. The full texts of all GASB statements are available at
www.gasb.org.

GASB Statement No. 70, Accounting and Financial Reporting for
Nonexchange Financial Guarantees
.150 In April 2013, GASB issued Statement No. 70, Accounting and Financial Reporting for Nonexchange Financial Guarantees. The provisions of
GASB Statement No. 70 are effective for reporting periods beginning after
June 15, 2013. Earlier application is encouraged. Except for disclosures related to cumulative amounts paid or received in relation to a nonexchange
financial guarantee, the provisions of this statement are required to be applied
retroactively. Disclosures related to cumulative amounts paid or received in
relation to a nonexchange financial guarantee may be applied prospectively.
.151 GASB Statement No. 70 provides recognition, measurement, and
disclosure guidance. Such guarantees take place when a government guarantees a financial obligation of another government, not-for-profit entity, private
entity or an individual without receiving equal or approximately equal value in
return. GASB Statement No. 70 requires a government that extends a nonexchange financial guarantee to recognize a liability when qualitative factors
and historical data, if any, indicate that it is more likely than not that the
government will be required to make a payment on the guarantee. The amount
of the liability to be recognized should be the discounted present value of the
best estimate of the future outflows expected to be incurred as a result of the
guarantee. When there is no best estimate but a range of the estimated future
outflows can be established, the amount of the liability to be recognized should
be the discounted present value of the minimum amount within the range. The
statement requires a government that has issued an obligation guaranteed in
a nonexchange transaction to report the obligation until legally released as an
obligor and also requires a government that is required to repay a guarantor
for making a payment on a guaranteed obligation or legally assuming the guaranteed obligation to continue to recognize a liability until legally released as an
obligor. When a government is released as an obligor, the government should
recognize revenue as a result of being relieved of the obligation. The statement also provides additional guidance for intra-entity nonexchange financial
guarantees involving blended component units. The statement specifies the
information required to be disclosed by governments that extend nonexchange
financial guarantees and requires new information to be disclosed by governments that receive nonexchange financial guarantees.

Implementation Matters
.152 Non-exchange financial guarantees are an often used mechanism
to achieve mutually agreeable goals among governmental entities. As GASB
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Statement No. 70 requires disclosure of non-exchange financial guarantees
whether amounts have been paid in connection with them or not it has the
potential to impact a number of governments across the country.
.153 State and local governments will need to review all of their existing
financial guarantees to determine if they meet the definition of a nonexchange
financial guarantee under GASB Statement No. 70. For some governments it
may take a significant amount of time to locate the agreements and to analyze
them for applicability under this statement. To the extent any of these agreements are considered non-exchange financial guarantees, disclosure will need
to be provided in the financial statements of the entity beginning with years
ending June 30, 2014.
.154 For those governments having to record a liability and expense under
the requirements of this statement, the amounts could have a significant effect
on net position or fund balance, or both. In most cases, these liabilities and
expenses will likely affect unrestricted net position or fund balance, or both. It
is possible that recognition of these amounts could affect bond or loan covenants
in addition to liquidity.
.155 Governments may conclude that the effect of applying the requirements of this statement is immaterial due to the existence of few, if any, nonexchange financial guarantees. In order to support this assertion, a government
will need to be prepared to provide its auditors with adequate documentation
to support its conclusion.

GASB Statement No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date
.156 GASB Statement No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date—an amendment of GASB Statement No.
68, amends paragraph 137 of GASB Statement No. 68 to require that, at transition, a government recognize a beginning deferred outflow of resources for
its pension contributions, if any, made subsequent to the measurement date
of the beginning net pension liability. GASB Statement No. 68, as amended,
continues to require that beginning balances for other deferred outflows of resources and all deferred inflows of resources related to pensions be reported at
transition only if it is practical to determine all such amounts. The provisions
of GASB Statement No. 71 are required to be applied simultaneously with the
provisions of GASB Statement No. 68.
.157 GASB Statement No. 71 addresses an issue of valuation as of the
measurement date with respect to employers participating in defined benefit
pension plans. Under GASB Statement No. 68, governmental entities are required to recognize a net pension liability measured as of the measurement
date, where the measurement date is defined as no earlier than the end of its
prior fiscal year. The statement also requires that if a state or local government
employer or nonemployer contributing entity makes a contribution to a defined
benefit pension plan between the measurement date of the reported net pension
liability and the end of the government's reporting period, the governmental
entity is to recognize the contribution as a deferred outflow of resources. The
statement applies to state or local government employers, as well nonemployer
contributing entities, that are in special funding situations. GASB Statement
No. 68 further requires recognition of deferred outflows of resources and deferred inflows of resources for changes in the net pension liability of a state or
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local government employer or nonemployer contributing entity that arise from
event types other than contributions.

Recently Issued GASB Implementation Guides
Implementation Guides on GASB Statement Nos. 68 and 67
.158 In January 2014, GASB issued Guide to Implementation of GASB
Statement 68 on Accounting and Financial Reporting for Pensions (Questions
and Answers). This implementation guide is a significant tool to assist financial
statement preparers and auditors in the implementation and application of
GASB Statement No. 68. Guidance presented in this implementation guide is
limited to clarifying, explaining, or elaborating on GASB Statement No. 68.
.159 In June 2013, GASB issued Guide to Implementation of GASB Statement 67 on Financial Reporting for Pensions (Questions and Answers). This
implementation guide is a significant tool to assist financial statement preparers and auditors in the implementation and application of GASB Statement No.
67. Guidance presented in this implementation guide is limited to clarifying,
explaining, or elaborating on GASB Statement No. 67.
.160 GASB implementation guides are currently classified as level D in
the hierarchy of GAAP, as set forth in GASB Statement No. 55, The Hierarchy
of Generally Accepted Accounting Principles for State and Local Governments.
The guides are reference and instructional tools designed to help financial
statement preparers and attestors in applying the provisions of a GASB statement, interpretation or technical bulletin. GASB implementation guides are
nonauthoritative in status and nature.
.161 The implementation guides for GASB Statement Nos. 67 and 68
address plan implementation issues, including calculation of the net pension
liability (collective net pension liability) (GASB Statement No. 67) and additional issues related to employer-specific requirements (GASB Statement No.
68). Users should consult the "Implementation Guides" page of the GASB website (www.gasb.org) to fully review the implementation guides.

GASB Comprehensive Implementation Guide
.162 Chapter 5 of the Comprehensive Implementation Guide expounds
upon information related to pension GASB implementation guides. The GASB
Comprehensive Implementation Guide represents a consolidation of implementation guides, codifies the questions and answers from the original guides,
updates answers to recognize the effects of standards that have been issued
since the release dates of the individual guides, and adds questions about GASB
pronouncements that are not the subject of stand-alone guides.

Concepts Statement No. 6, Measurement of Elements
of Financial Statements
.163 On April 14, 2014, GASB issued Concepts Statement No. 6, Measurement of Elements of Financial Statements, which will guide GASB in establishing accounting and financial reporting standards for U.S. state and local
governments regarding the measurement of assets and liabilities. Though the
statement is primarily intended for GASB's use in augmenting the framework
to promote consistency in setting accounting and financial reporting standards,
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this concepts statement may assist auditors and preparers of financial statements with the evaluation of certain transactions for which, currently, there is
not an existing pronouncement.
.164 In its news release of April 14, 2014, GASB states, "Measurement is
an integral component of a fully developed GASB conceptual framework." In
this effort, Concepts Statement No. 6 addresses measurement approach and
measurement attributes.
Measurement Approach
.165 Concepts Statement No. 6 establishes two approaches to measuring
assets and liabilities: (1) initial amounts and (2) remeasured amounts. Initial amounts are determined at the time an asset is acquired or a liability is
incurred. Remeasured amounts are determined as of the date of each year's
financial statements.
Measurement Attributes
.166 Concepts Statement No. 6 also establishes four measurement
attributes—the characteristics of an asset or liability that is being measured:

r
r
r
r

Historical cost. The price paid to acquire an asset or the amount
received pursuant to the incurrence of a liability in an actual
exchange transaction.
Fair value. The price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between
market participants at the measurement date.
Replacement cost. The price that would be paid to acquire an
asset with equivalent service potential in an orderly market transaction at the measurement date.
Settlement amount. The amount at which an asset could be
realized or a liability could be liquidated with the counterparty,
other than in an active market.

Issues of Significance to Stand-Alone Business-Type Activities
Resulting From Select Recent GASB Standards
GASB Statement No. 62, Codification of Accounting and Financial
Reporting Guidance Contained in Pre-November 30, 1989 FASB and
AICPA Pronouncements
.167 Though GASB Statement No. 62 has been in effect for periods
beginning after December 15, 2011, it is important to reiterate that GASB
Statement No. 62 eliminated the election many governmental entities made to
report business-type activities (BTAs) according to GASB Statement No. 20,
Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting. GASB Statement No.
20 required preparers and auditors to determine which pre-November 1989
FASB standards did not conflict with GASB standards. It also allowed preparers to elect to consistently apply post-November 1989 FASB standards that did
not conflict with GASB standards.
.168 GASB Statement No. 62 codified all non-conflicting pre-November
1989 FASB standards, eliminating the need for preparers and auditors to make
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that determination. For those areas that have not yet been addressed, nonconflicting FASB standards can still be applied as "other accounting literature."
In considering GASB Statement No. 62, it is important that auditors are aware
of the requirements related to footnote disclosures, specifically those found
in paragraphs 54–57, which provide guidance on disclosures of transactions
between related parties. In accordance with this literature, auditors should
evaluate their clients' related party footnotes to ascertain the appropriateness
and adequacy of footnotes in accordance with the statement.

GASB Statement No. 61, The Financial Reporting Entity: Omnibus—an
amendment of GASB Statements No. 14 and No. 34
.169 Practitioners and auditors alike continue to inquire about the more
significant changes resulting from the implementation of GASB Statement
No. 61. Those changes include an increased emphasis on financial relationships between primary governments and other organizations, clarification of
the requirements to blend component units, and clarification of reporting equity interests in legally separate organizations. Because of continued interest
in these implementation matters, this alert revisits GASB Statement No, 61
with the following discussion.
.170 GASB Statement No. 61 raised some concerns for business-type activities with component units that are for profit or not-for-profit (NFP) corporations. These corporations are typically controlled by the BTAs that establish
them. GASB Statement No. 61 clarified the original blending criteria in GASB
Statement No. 14, The Financial Reporting Entity, requiring entities to consider whether continuing to blend their component units is appropriate.
.171 Under GASB Statement No. 14, two situations justified "blended"
presentation:

r
r

The reporting government and the component unit share "substantively the same boards," which means there is sufficient representation of the primary government's entire governing body
on the component unit's governing body so that decisions of the
primary government cannot be overridden by the component unit.
The component unit provides services or benefits exclusively, or
almost exclusively, to the primary government.

.172 Though these carry forward into GASB Statement No. 61, commentary in the basis for conclusions discussed how GASB intended these two criteria to be applied. That commentary relates to business-type activities' continued ability to blend. GASB Statement No. 61 expanded the GASB Statement
No. 14 blending criterion of having "substantively the same governing body" to
also include an assessment as to whether either

r
r
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.173 GASB Statement No. 61 also expanded the blending criteria to add
a requirement for blending when a component unit's total debt outstanding is
expected to be repaid entirely or almost entirely with resources of the primary
government. This was intended to apply primarily to situations where a primary government has a financing authority that issues debt solely on behalf of
the primary government.
.174 Unless at least one of these additional criteria is present, primary
governments must report previously blended component units as discretely
presented component units (such as the component units will have to be "deblended").
.175 In addition, GASB expressed its intent that the "exclusive benefit"
blending criterion refers to services that are provided to the primary government itself, not those that are provided entirely or almost entirely to parties
external to the government. If parties external to the government derive a
benefit from the services provided, the component unit does not exclusively or
almost exclusively serve or benefit the primary government. This clarifies that
providing services to external parties such as customers, patients, or students
would not meet the exclusive benefit criterion for blending.
.176 Implementation of GASB Statement No. 61 means that some governmental entities may need to change their reporting of certain blended component units to instead present them as discretely presented component units
(the component units should be de-blended). In some cases, this will have
significant, pervasive ramifications for the basic financial statements. For example, in a governmental health care system that has been developed through
the acquisition of NFP facilities, the majority of the core operations may be
conducted in corporations that are controlled by the primary government (for
example, as the sole corporate member of the NFP corporations). Historically,
these corporations may have been blended so that the entire operation was
presented in a single column, similar to how a private sector corporation would
report. In such situations, it is possible that a majority of the health system's
operations will be shifted out of the primary government statements into a
discretely presented component unit column as neither the exclusive benefit
criterion nor the substantively the same governing body criterion has been
met.
.177 When this is the case, the primary government no longer presents
a "single column" statement of net position. Rather, the discretely presented
component units should be presented in a separate column to the right of
the primary government. Organizations whose financial statements include a
foundation that is reported under FASB already have a separate column for
discretely-presented component units, because foundations that are component
units based on the guidance in GASB Statement No. 39, Determining Whether
Certain Organizations Are Component Units—an amendment of GASB Statement No. 14, are required to be discretely presented.
.178 Major discretely presented component units should be separately
presented. They may be broken out on the face of the financial statements;
provided in separate combining financial statements for the component units,
with totals that articulate to the "component unit" total on the primary financial
statement; or provided via condensed information in the notes to the financial
statements. A component unit is determined to be major by the nature and
significance of its relationship to primary government, based on
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Services provided
Significant transactions
Significant financial benefit or burden relationship

.179 The purpose for separately presenting major component units is to
distinguish component units that are of greater interest to financial statement
users from non-major component units, which can be combined into a single
column. This condenses the report presentation and allows the user of the
financial statements to more easily understand the significance of the various
component units.
.180 GASB Statement No. 61 also provides new guidance for reporting
minority interests in for-profit component units. In the past, some BTAs presented minority interest in the "mezzanine area" between liabilities and net
position. Others reported it within net position in a caption titled "reserved for
minority interest." GASB Statement No. 61 aligns everyone on the same page
by requiring that any equity interests of the minority participants be reported
as nonexpendable restricted net position.
.181 Any disclosures provided for discretely presented component units
should be clearly segregated from information about the primary government.
Determining which discretely presented component unit disclosures are essential to fair presentation is a matter of professional judgment and should be
done on a component-unit-by-component-unit basis.
.182 Post GASB Statement No. 61 audit implications include the following:

r
r
r
r
r

One opinion unit becomes two or more opinion units
Previously blended component units could become discretely presented component units
The majority of an entity could end up being presented as discretely presented component units
Discretely presented component unit data should be presented
in a column or columns on the face of the financial statements
separate from the financial data of the primary government or on
separate pages for non-governmental component units.
Information should be provided in the notes for each major component unit

.183 GASB Statement No. 61 is retroactive, so business-type activities
need to show the prior year on a basis consistent with any changes required in
the current reporting period.

GASB Statement No. 69, Government Combinations and Disposals
.184 GASB Statement No. 69 provides guidance on accounting and reporting for state and local government mergers, acquisitions, and transfers or
disposals of operations.
.185 The distinction between a government merger and a government
acquisition is based upon whether an exchange of significant consideration
is present within the combination transaction. Government mergers include
combinations of legally separate entities without the exchange of significant
consideration and either
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two or more entities cease to exist as legally separate entities and
are combined to form one or more new governments, or
one or more legally separate governments or nongovernmental
entities cease to exist and their operations are absorbed into, and
provided by, one or more continuing governments.

.186 GASB Statement No. 69 requires the use of carrying values to measure the assets and liabilities in a government merger.
.187 Conversely, government acquisitions are transactions in which a government acquires another entity, or its operations, in exchange for significant
consideration. The acquired entity or operation becomes part of the acquiring
government's legally separate entity. Measurements of assets acquired and
liabilities assumed in an acquisition should generally be based upon their acquisition values.
.188 GASB Statement No. 69 also provides guidance for transfers of operations that do not constitute entire legally separate entities and in which
no significant consideration is exchanged. The term "operations" is defined for
purposes of determining the applicability of the statement and requires the use
of carrying values to measure the assets and liabilities in a transfer of operations. Acquisition value represents the price that would be paid for acquiring
similar assets, having similar service capacity, or discharging the liabilities
assumed as of the acquisition date.
.189 A disposal of a government's operations results in the removal of
specific activities of a government. The disposal is a removal that can result
from a sale, transfer, or an abandonment.

GASB Statement No. 65, Reporting Items Previously Recognized as
Assets and Liabilities
.190 GASB Statement No. 65 establishes accounting and financial reporting standards for when certain items previously reported as assets or liabilities are reported as either deferred outflows of resources, deferred inflows
of resources, inflows of resources, or outflows of resources. The standard also
addresses subsequent expense and revenue recognition of the deferral.
.191 Prior to the issuance of GASB Statement No. 65, only two pronouncements identified statement of net position elements that should be classified as
deferred inflows and outflows of resources. GASB Statement No. 53, Accounting
and Financial Reporting for Derivative Instruments, requires the reporting of a
deferred outflow of resources or a deferred inflow of resources for the changes in
fair value of hedging derivative instruments. GASB Statement No. 60, Accounting and Financial Reporting for Service Concession Arrangements, requires a
deferred inflow of resources to be reported by a transferor government for the
up-front amount received in a qualifying service concession arrangement. In
addition, GASB Statement No. 65 identified deferrals in several additional
areas.
.192 With the implementation of GASB Statement No. 65 questions arose
concerning when various component units within the financial reporting entity
should implement, including consideration of whether the entire entity should
undergo implementation at the same time. This question has been raised relative to AU-C section 600, which addresses the financial reporting framework
of the group. In the case of implementation of new accounting standards, early
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implementation of a standard remains consistent with GAAP, which does not
then result in an issue from the perspective of performance of group audits.

On the Horizon
.193 Auditors should keep abreast of accounting developments and upcoming guidance that may affect their engagements. The following sections
present brief information about some ongoing projects that have particular
significance to state and local governments. Remember that exposure drafts
are nonauthoritative and cannot be used as a basis for changing existing
standards.
.194 Information on, and copies of, outstanding exposure drafts may be obtained from the various standard-setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting and auditing projects exist in addition to those discussed
here.
.195 Readers should also refer to Audit Risk Alert General Accounting and
Auditing Developments—2013/14 (product nos. ARAGEN13P, ARAGEN13E,
and WGE-XX) for further information.

GASB Comprehensive Implementation Guide
.196 In September 2013, the 2013–2014 GASB issued its Comprehensive
Implementation Guide (guide). The GASB 2013–2014 annual bound edition
addresses, among other matters, the effects of GASB Statement No. 65 on
questions and answers (in prior editions of the guide) of GASB Statement No.
65. Following pension related questions, the GASB Technical Hotline currently
receives a high number of inquiries on GASB Statement No. 65.
.197 GASB publishes updates to the guide, generally on an annual basis,
which consolidate and update previously issued implementation guides for
subsequently issued standards and provides current guidance on standards for
which no stand-alone implementation guides have been published. Because of
the GAAP Hierarchy project and the exposure of Implementation Guide No.
20XX-1, a 2014–2015 edition of the Comprehensive Implementation Guide has
not been published.
Help Desk—You can order the Comprehensive Implementation Guide
through GASB's order department at 800.748.0659 or via its website at
www.gasb.org.
Additionally, you can get 24/7 online access to GASB guidance, along with
AICPA and FASB guidance in AICPA's Online Professional Library. Visit
www.cpa2biz.com to learn more.

Accounting Pipeline
Current GASB Projects
.198 Fair Value Measurement and Application. The objective of this
project is to review and consider alternatives for the further development of the
definition of fair value, the methods used to measure fair value, the applicability of fair value guidance to investments and other items currently reported at
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fair value, and potential disclosures about fair value measurements. On May 5,
2014, GASB issued an exposure draft. Comments are due by August 15, 2014.
.199 GAAP Hierarchy. This project considers possible modifications to the
hierarchy of generally accepted accounting principles (GAAP hierarchy), as set
forth in GASB Statement No. 55. This project could result in changes to the
structure of the GAAP hierarchy. The essence of this project is to determine
whether the existing GAAP hierarchy meets the needs of today's governmental
accounting and financial reporting. In its deliberations, GASB is considering
accounting and financial reporting issues, including whether some categories
should be combined to provide for fewer levels, and whether, if cleared by
GASB, GASB implementation guides should be elevated to a higher level (currently level D), AICPA literature should be elevated to level B (AICPA guidance already at level B would remain as such), and whether FASB Accounting
Standards Codification® should be added to paragraph 6 as "other accounting
literature." The requirements of the proposed statement would be effective for
periods beginning after June 15, 2015, and would be applied retroactively. The
comment period for the exposure draft ends December 31, 2014.
.200 Implementation Guide No. 20XX-1. The requirements in this implementation guide should be applied simultaneously with the requirements in
the proposed statement, The Hierarchy of Generally Accepted Accounting Principles for State and Local Governments. Although that proposed statement is
not effective immediately, early application is permitted because it is not anticipated to lead to substantial changes in practice in most circumstances. Under
GASB Statement No. 55, implementation guidance is included in level D and
is not subjected to broad public exposure. Because the board has proposed
elevating GASB implementation guides to level B in the GAAP hierarchy in
exposure draft, The Hierarchy of Generally Accepted Accounting Principles for
State and Local Governments, it considered whether to expand the due process
for implementation guidance to include making it available for broader public
comment. To be consistent with the due process procedures presently followed
for pronouncements currently in level B, such as GASB technical bulletins,
GASB concluded that it would be necessary to include a period of broader public exposure for previously issued implementation guidance in order to elevate
that guidance to level B in the GAAP hierarchy. As such, and in issuing the
exposure draft for public comment, auditors now have the opportunity to comment on the proposed Comprehensive Implementation Guide, which is proposed
to be elevated to level B GAAP. Comments on this exposure draft are due by
December 31, 2014.
.201 Other Postemployment Benefit Accounting and Financial Reporting.
GASB will consider the possibility of improvements to the existing standards of
accounting and financial reporting for OPEB—by state and local governmental
employers and by the trustees, administrators, or sponsors of OPEB plans. One
objective of this project is to improve accountability and the transparency of
financial reporting in regard to the financial effects of employers' commitments
and actions related to OPEB. Another objective of this project is to improve
the usefulness of information for decisions or judgments of the various users of
the general-purpose external financial reports of governmental employers and
OPEB plans. This project also will address accounting and financial reporting
for pensions that are not provided through a trust that meets the criteria of
paragraph 4 of GASB Statement No. 68, and will clarify certain provisions of
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Statement Nos. 67 and 68. On May 28, 2014, GASB issued the following three
exposure drafts:

r
r
r

Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions
Financial Reporting for Postemployment Benefit Plans Other
Than Pension Plans
Accounting and Financial Reporting for Pensions and Financial
Reporting for Pension Plans That Are Not Administered Through
Trusts That Meet Specified Criteria, and Amendments to Certain
Provisions of GASB Statements 67 and 68

Comments on all three exposure drafts are due by August 29, 2014.
.202 Tax Abatement Disclosures. The objective of this project is to consider developing disclosure guidance for governments that have granted tax
abatements. This project, based on surveys of user needs, is designed to determine the extent of information currently provided in financial statements
about tax abatements provided by governments, and whether that information
is appropriate and sufficient to meet financial statement user needs, as well
as the amount of costs that could be expected to be incurred to provide that
information in financial statement disclosures. An exposure draft is expected
to be issued in October 2014.
.203 Lease Accounting—Reexamination of NCGA Statement 5 and GASB
Statement 13. The objective of this project is to reexamine issues associated
with lease accounting, considering improvements to existing guidance. Among
other issues, this project will consider whether the properties and obligations
under an operating lease (as currently defined) meet the definitions of assets
or liabilities from the lessee's perspective. Current guidance is provided by National Council on Governmental Accounting (NCGA) Statement 5, Accounting
and Financial Reporting Principles for Lease Agreements of State and Local
Governments, GASB Statement No. 13, Accounting for Operating Leases with
Scheduled Rent Increases, GASB Statement No. 62, and GASB Statement No.
65. GASB Statement No. 62 incorporates the provisions of FASB Statement
No. 13, Accounting for Leases, as amended and interpreted, into the GASB's
authoritative literature. A preliminary views document is expected to be issued
in the fourth quarter of 2014.
.204 Fiduciary Responsibilities. The primary objective of this project is
to develop guidance regarding the application of the fiduciary responsibility
criteria in deciding whether and how governments should report fiduciary activities in their general purpose external financial reports. Other objectives of
this project include assessing whether additional guidance should be developed to (1) clarify the difference between a private-purpose trust fund and an
agency fund, (2) clarify whether a business-type activity engaging in fiduciary
activities should present fiduciary fund financial statements, and (3) consider
requiring a combining statement of changes in assets and liabilities for agency
funds. A preliminary views document is expected to be issued in the fourth
quarter of 2014.
.205 Conceptual Framework—Recognition. The objective of this project is
to develop recognition criteria for whether information should be reported in
state and local governmental financial statements and when that information
should be reported. This project ultimately will lead to a concepts statement
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on recognition of elements of financial statements. As of the date of production
of this alert (May 2014), this project remains on the GASB agenda; however,
it is currently on hold status pending research being conducted surrounding
the reexamination of the financial reporting model. Therefore, all dates in
accordance with the project plan are tentative at this time.
.206 Irrevocable Charitable Trusts. The objective of this project is to determine what accounting and financial reporting guidance, if any, should be
established for irrevocable charitable trusts held for the benefit of governmental entities. Currently, discussions with practitioners and auditors suggest that
practice varies. GASB is expected to continue deliberations on this project in
2014.
.207 Auditors and practitioners are encouraged to read GASB exposure
drafts for a more complete understanding of these projects. You can find GASB
exposure drafts at www.gasb.org/exp/index.html.

Audit and Attestation Pipeline
Attestation Clarity Project
.208 The objective of the Auditing Standards Board's (ASB's) Clarity
Project is to clarify and converge AICPA audit, attest, and quality control
standards with those of the International Auditing and Assurance Standards
Board (IAASB).
.209 The ASB, which has completed the process of clarifying Statements
on Auditing Standards (SASs), has moved on to clarifying Statements on Standards for Attestation Engagements (SSAEs), also commonly known as the attestation standards. The SSAEs establish requirements for performing and
reporting on examinations, reviews, and agreed-upon procedures that address
subject matter other than financial statements.
.210 The intention of the Clarity Project is to address concerns about the
clarity, length, and complexity of standards. Special drafting conventions are
used to make the standards easier to read, understand, and apply, and for
that reason the resulting standards have come to be known as the clarified
standards.
.211 The ASB has proposed a new structure for the general attestation
standards that would consist of an initial section that contains concepts common to all attestation engagements, and three separate sections for examinations, reviews, and agreed-upon procedures. On July 24, 2013, the ASB issued an exposure draft of the general attestation standards, Proposed Clarified
Statement on Standards for Attestation Engagements Attestation Standards:
Clarification and Recodification. This exposure draft represents the redrafting
of select AT sections in AICPA Professional Standards to apply the ASB's clarity drafting conventions. As proposed, the exposure draft would supersede AT
section 20, Defining Professional Requirements in Statements on Standards for
Attestation Engagements, AT section 50, SSAE Hierarchy, AT section 101 and
AT section 201, Agreed-Upon Procedures Engagements (AICPA, Professional
Standards). The comment period ended October 24, 2013.
.212 On January 28, 2014, the ASB issued an exposure draft, Proposed
Statement on Standards for Attestation Engagements, Subject-Matter Specific
Attestation Standards: Clarification and Recodification. This exposure draft
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represents the redrafting of select attestation standards to apply the ASB's
clarity drafting conventions. As proposed, the exposure draft would supersede
AT section 301, Financial Forecasts and Projections, AT section 401, Reporting
on Pro Forma Financial Information, and AT section 601, Compliance Attestation (AICPA, Professional Standards). The comment period ended May 27,
2014.
.213 Because one of the objectives of the clarity project is convergence with
standards of the IAASB, the foundation for the common concepts, examination,
and review sections of the proposed attestation standards are the following:

r
r
r

The April 2011 IAASB exposure draft to revise International Standard on Assurance Engagements (ISAE) 3000, Assurance Engagements Other than Audits and Review of Historical Financial Information
Final ISAE 3410, Assurance Engagements on Greenhouse Gas
Emissions
The AICPA's attestation standards

.214 ISAE 3000 is the IAASB's framework standard for assurance engagements (the equivalent of attestation engagements).
.215 More information is available at www.aicpa.org/InterestAreas/
FRC/AuditAttest/Pages/AttestClarityProject-old.aspx.

Recent AICPA Ethics Developments
AICPA Ethics Codification Project
.216 The AICPA's Professional Ethics Executive Committee (PEEC) restructured the Institute's ethics standards to improve the AICPA Code of Professional Conduct (code) so that members and others can apply the rules and
reach correct conclusions more easily and intuitively. The revised code was
launched online in June of 2014 at http://pub.aicpa.org/codeofconduct and is
effective December 15, 2014, with early adoption encouraged.
.217 PEEC restructured the code into several parts each organized by
topic, edited the code using consistent drafting and style conventions, incorporated a conceptual framework for members in public practice and in business,
revised certain code provisions to reflect the "conceptual framework" approach
(also known as the "threats and safeguard" approach) and, where applicable,
referenced existing non-authoritative guidance to the relevant topic.
.218 In addition, a new dynamic online platform was developed to house
the code. This platform allows users to quickly navigate the code, conduct
searches and also contains personalization features. The updated code lives
in this new platform to allow users to conduct and save basic and advanced
searches and also includes the ability to email links, create and name bookmarks, and add and save notes while reviewing the code. In addition, the online
platform features pop-ups for defined terms as well as hyperlinks connecting
to other relevant content within the code, as well as external non-authoritative
material issued by staff of the Ethics Division.
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New Definition of Those Charged With Governance
.219 Effective April 30, 2014, PEEC has adopted the following new definition of those charged with governance in ET section 92, Definitions (AICPA,
Professional Standards):
.33 Those charged with governance. The person(s) or organization(s) (for example, a corporate trustee) with responsibility for overseeing the strategic direction of the entity and the obligations related
to the accountability of the entity. This includes overseeing the financial reporting process. Those charged with governance may include
management personnel (for example, executive members of a governance board or an owner-manager).
.220 The ASB adopted provisions concerning those charged with governance in an effort to converge with the International Standards on Auditing
(ISAs). Because the International Ethics Standards Board for Accountants
(IESBA) adopted a final definition of those charged with governance in June
2013 as part of PEEC's convergence efforts, PEEC is proposing a definition
that is substantially equivalent to the IESBA's, ASB's, and ISA's definitions
and related guidance.
.221 In considering the definition of those charged with governance, auditors should determine the appropriate person(s) within their client's governance structure with whom to communicate based on the nature and importance of the particular circumstances and matter to be communicated.
.222 Where the auditor communicates with a subgroup of those charged
with governance, such as an audit committee or an individual, the auditor
should determine applying his or her judgment, whether matters are necessary to communicate with all of those charged with governance, and if so, the
auditor should therefore communicate, accordingly, with all, so that they are
adequately informed.
.223 You can access the full proposal on the PEEC website: www.aicpa.org/
InterestAreas/ProfessionalEthics/Community/ExposureDrafts/Downloadable
Documents/2014/2014AprilOfficialReleases.pdf.

New Conflict of Interest Interpretations
.224 PEEC has adopted the following revised Interpretation No. 102-2,
"Conflicts of Interest for Members in Public Practice" (AICPA, Professional
Standards, ET sec. 102 par. .03)6 under Rule 102, Integrity and Objectivity
(AICPA, Professional Standards), and new Interpretation No. 102-7, "Conflicts
of Interest for Members in Business" (AICPA, Professional Standards, ET sec.
102 par. .08) under Rule 102. In addition, PEEC has adopted clarifying revisions to ET section 91, Applicability (AICPA, Professional Standards,ET sec.
91 par. .02).
.225 These revisions have also been incorporated into the revised Code of
Professional Conduct that is effective December 15, 2014, under the "Conflicts
of Interest for Members in Public Practice" interpretation (AICPA, Professional
Standards, ET sec. 1.110.010), the "Conflicts of Interest for Members in Business" interpretation (AICPA, Professional Standards, ET sec. 2.110.010) and
6

You can find all ET sections referenced in this alert in AICPA Professional Standards.
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paragraph .03 of "Application of the AICPA Code" (AICPA, Professional Standards, ET sec. 0.200.020).
.226 You can access these additions and revisions to the code on the
PEEC website: www.aicpa.org/InterestAreas/ProfessionalEthics/Community/
ExposureDrafts/DownloadableDocuments/2014/2014SeptemberOfficialReleases
.pdf.

Recent Auditing Pronouncements and Related Guidance
.227 AICPA auditing and attestation standards are applicable only to audits and attestation engagements of nonissuers, which for the purpose of this
alert includes state and local governments. The PCAOB establishes auditing
and attestation standards for audits of issuers. For information on pronouncements issued subsequent to the writing of this alert, please refer to the AICPA
website at www.aicpa.org, the GASB website at www.gasb.org, the FASB website at www.fasb.org, and the PCAOB website at www.pcaob.org. You also may
look for announcements of newly issued accounting standards in the CPA Letter
and the Journal of Accountancy.

Statement on Auditing Standard No. 128, Using the Work
of Internal Auditors
.228 SAS No. 128, Using the Work of Internal Auditors (AICPA, Professional Standards, AU-C sec. 610), issued February 2014, results from the
Clarity Project and was developed using ISA 610 (Revised 2013), Using the
Work of Internal Auditors, as a base. SAS No. 128 was issued for the following
reasons:

r
r
r
r

To supersede AU section 322, The Auditor's Consideration of the
Internal Audit Function in an Audit of Financial Statements
To amend AU-C section 315
To amend various other AU-C sections
To amend Statement on Quality Control Standards No. 8, A
Firm's System of Quality Control (AICPA, Professional Standards, QC sec. 10).

.229 SAS No. 128 addresses the external auditor's responsibilities if using the work of internal auditors. SAS No. 128 does not apply if the auditor's
governmental entity client does not have an internal audit function or in certain situations in which the auditee organization does have an internal audit
function.
.230 Under AU-C section 610, establishing the overall audit strategy remains under the purview of the external auditor and, therefore, the statement
does not require the external auditor's use of the internal auditor's work. SAS
No. 128, consistent with the ISAs, incorporates the concept of a systematic and
disciplined approach, including quality control, intended as an additional and
explicit evaluation requirement over AU section 322, pertaining to the auditor's determination of whether the work of an internal auditor can be used in
obtaining audit evidence.
.231 SAS No. 128 is effective for audits of financial statements for periods
ending on or after December 15, 2014.
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SAS No. 127, Omnibus Statement on Auditing—2013
.232 SAS No. 127, Omnibus Statement on Auditing Standards—2013,
issued January 2013, amended the following AU-C sections:

r

r

AU-C section 600. These amendments address circumstances in
which the auditor of the group financial statements may make reference to the audit of a component auditor. If certain conditions
are met, the auditor is now permitted to make reference to the
audit of a component auditor in the auditor's report on the group
financial statements when the component's financial statements
are prepared using a different financial reporting framework than
that used for the group financial statements The amendments
also add a requirement for disclosure of the responsibility of the
auditor of the group financial statements to evaluate the appropriateness of the adjustments to convert the component's financial statements to the financial reporting framework used by the
group.
The amendments to AU-C section 600 are effective for audits of
group financial statements for periods ending on or after December 15, 2012.
AU-C section 800, Special Considerations—Audits of Financial
Statements Prepared in Accordance With Special Purpose Frameworks. This amendment introduced the term special purpose
framework, which is a cash, tax, regulatory, or contractual basis of accounting. An other basis of accounting is added that
uses a definite set of logical, reasonable criteria that is applied
to all material items appearing in financial statements to the
bases of accounting defined as special purpose frameworks. The
amendments to AU-C section 800 are effective for audits of financial statements for periods ending on or after December 15,
2012.

AU-C section 315, Understanding the Entity and Its Environment
and Assessing the Risks of Material Misstatement
.233 AU-C section 315 has primarily clarifying changes that are intended
to explicitly state what may have been implicit in the former standards, which,
over time, resulted in diversity in practice. AU-C section 315 is effective for
audits of financial statements for periods ending on or after December 15,
2012.
.234 As noted previously, in February 2014, the ASB issued SAS No. 128,
which contains amendments to AU-C section 315. The amendments are effective for audits of financial statements for periods ending on or after December
15, 2014, and can be viewed in appendix A, "Amendments to SAS No. 122
Section 315, Understanding the Entity and Its Environment and Assessing the
Risks of Material Misstatement," of AU-C section 610 until the effective date,
when they will be applied to AU-C section 315.
.235 Appendix A of AU-C section 610, amends several paragraphs of AU-C
section 315.
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AU-C section 200, Overall Objectives of the Independent Auditor
and the Conduct of an Audit in Accordance With Generally
Accepted Auditing Standards
.236 AU-C section 200 has primarily clarifying changes that are intended
to explicitly state what may have been implicit in the former standards, which,
over time, resulted in diversity in practice. AU-C section 200 is effective for
audits of financial statements for periods ending on or after December 15,
2012.
.237 In February 2014, the ASB issued SAS No. 128, which amends AU-C
section 200. The amendments are effective for audits of financial statements for
periods ending on or after December 15, 2014, and can be viewed in appendix
B, "Amendment to Statement on Quality Control Standards No. 8 and Other
Amendments to SAS No. 122," of AU-C section 610 until the effective date of
SAS No. 128, when they will be incorporated into AU-C section 200. SAS No.
128 amends paragraph .A77 of AU-C section 200 to replace the reference to
SAS No. 65, The Auditor's Consideration of the Internal Audit Function in an
Audit of Financial Statements, with a reference to AU-C section 610.

Resource Central
.238 The following are various resources that practitioners engaged in the
state and local government industry may find beneficial.

Publications
.239 Practitioners may find the following publications useful. Choose the
format best for you—print, e-book, or online.

r
r
r
r
r
r
r
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Audit and Accounting Guide State and Local Governments (2013)
(product nos. AAGSLG13P [paperback], AAGSLG13E [e-book], or
WGG-XX [online with the associated audit risk alert])
Audit Guide Government Auditing Standards and Circular A133 Audits (2014) (product nos. AAGGAS14P [paperback], AAGGAS14E [e-book], or WRF-XX [online with the associated audit
risk alert])
Audit Risk Alert Government Auditing Standards and Circular A133 Developments—2014 (product nos. ARAGAS14P [paperback]
or ARAGAS14E [e-book])
Audit and Accounting Practice Aid Applying OCBOA in State and
Local Governmental Financial Statements (2012) (product nos.
APAOCBO12P [paperback], APAOCBO12E[e-book], or APAOCBOO[online])
Audit and Accounting Guide Health Care Entities (2014) (product
nos. AAGHCO13P [paperback], AAGHCO13E [e-book], or WHCXX [online with the associated audit risk alert])
Audit Risk Alert Health Care Industry Developments—2013/14
(product nos. ARAHCO13P [paperback] or AARAHCO13E [ebook])
Audit and Accounting Guide Gaming (2011) (product nos.
AAGGAM12P [paperback], AAGGAM12E [e-book], or WCA-XX
[online])

r
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Practice Aid 2011 Yellow Book Independence—Non-Audit Services
Documentation (product no. APAYBI12D [online])
Audit Guide Audit Sampling (2014) (product nos. AAGSAM14P
[paperback], AAGSAM12E [e-book], or WAS-XX [online])

Continuing Professional Education
.240 The AICPA offers a number of continuing professional education
(CPE) courses that are valuable to CPAs working in public practice and industry, including the following specifically related to state and local governments:

r
r

r

r

r

r

r

Foundations in Governmental Accounting (product no. 731806).
This course features the fundamental tenets of governmental accounting and reporting in today's environment. Learn more than
the buzz words—learn the underlying concepts and how they are
applied.
Governmental Accounting and Auditing: The Annual Update
(2013/2014 Edition) (product nos. 736483 [text], 156482 [ondemand], or 186489 [DVD]). This timely, up-to-the-minute course
is designed to provide you with a comprehensive understanding
of new developments, so you can provide better services to both
clients and the public.
Governmental Accounting and Reporting: Putting It All Together
(product no. 732808 [text]). This course provides practical guidance regarding the accounting and reporting issues for state and
local governments. It will also examine how to prepare the financial statements at the fund level and convert them to governmentwide statements.
Advanced Auditing of HUD-Assisted Projects: Compliance Pitfalls
(product no. 730350001 [text]). This course offers insights into
compliance pitfalls for housing owners and managers assisted by
the Department of Housing and Urban Development (HUD), details how you can take advantage of new possibilities, and includes
coverage of the Consolidated Audit Guide for Audits of HUD Programs.
Frequent Frauds in Governments: Common Frauds Found in Governments (product no. 734315 [text]). Through an informative case
study approach, this course illustrates common frauds that make
headlines and damage the reputations of governments. Rather
than speaking generically about fraud, this course analyzes several common frauds that occur in the governmental sector.
Comprehending OMB A-133: Can You See It Now? (product no.
730937 [text]). Do your audit staff members really comprehend
why and what they are doing when performing Office of Management and Budget (OMB) Circular A-133 audits? Elevate the
proficiency and efficiency of your audit staff members by providing the core training they need to perform OMB A-133 audits.
For more experienced auditors, this course can also serve as an
excellent refresher of the key components to A-133 auditing.
The 2011 Yellow Book: Government Auditing Standards (product
no. 736123 [text]). The objectives of this course are to enable users
to readily understand the key changes planned in the 2011 Yellow
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r
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Book related to financial audits and understand the Yellow Book
requirements related to CPE, independence, and peer review.
Applying Circular A-133: For Nonprofit and Governmental Organizations (product no. 730916 [text]). The objectives of this course
are to enable users to apply the audit requirements of OMB Circular A-133 and to understand the relationship of these requirements to GAAS, Government Auditing Standards, and the Single
Audit Act Amendments.
Studies on Single Audit and Yellow Book Deficiencies (product
no. 733037 [text]). This course provides an informative look at
avoiding some of the more common problems found in Yellow
Book and A-133 engagements.

Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.241 AICPA CPExpress, offered exclusively through CPA2Biz, is the
AICPA's flagship online learning platform. Divided into 1-credit and 2-credit
courses that are available 24 hours a day, 7 days a week, AICPA CPExpress offers hundreds of hours of learning in a wide variety of topics. Subscriptions
are available at www.cpa2biz.com/AST/AICPA CPA2BIZ Pages/C2BOnline
SubscriptionsPage/Section2/PRDOVR∼PC-BYF-XX/PC-BYF-XX.jsp (product
no. BYF-XX). Some topics of special interest to state and local governments
include the following:

r
r
r
r
r
r

Single audits
Yellow Book requirements
Accounting requirements for governments and nonprofit organizations
Audit and accounting annual and quarterly updates on recent
developments
HUD-assisted projects
Fraud detection and prevention

To register for individual courses or to learn more, visit www.cpa2biz.com.

Webcasts
.242 Stay plugged in to what is happening and earn CPE credit right
from your desktop. AICPA webcasts are high-quality CPE programs that
bring you the latest topics from the profession's leading experts. Broadcast
live, they allow you to interact with the presenters and join in the discussion. If you cannot make the live event, each webcast is archived and available for viewing. For additional details on available webcasts, please visit
www.cpa2biz.com/AST/AICPA CPA2BIZ Browse/Store/Webcasts.jsp.

Member Service Center
.243 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Operations Center at 888.777.7077.
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Hotlines
Accounting and Auditing Technical Hotline
.244 Do you have a complex technical question about GAAP, other comprehensive bases of accounting, or other technical matters? If so, use the AICPA's
Accounting and Auditing Technical Hotline. AICPA staff will research your
question and call you back with the answer. The hotline is available from
9 a.m. to 8 p.m. ET on weekdays. You can reach the Technical Hotline at
877.242.7212 or online at www.aicpa.org/Research/TechnicalHotline. Members
can also e-mail questions to aahotline@aicpa.org. Additionally, members can
submit questions by completing a Technical Inquiry form found on the same
website.

Ethics Hotline
.245 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 (select option 6 on your phone's keypad, followed by option 1)
or by e-mail at ethics@aicpa.org.

AICPA Online Professional Library: Accounting
and Auditing Literature
.246 The AICPA has created your core accounting and auditing library
online. The AICPA Online Professional Library is now customizable to suit
your preferences or your firm's needs. You can also sign up for access to the
entire library. Get access—anytime, anywhere—to the FASB Accounting Standards Codification, the AICPA's latest Professional Standards, Technical Practice Aids, Audit and Accounting Guides, Audit Risk Alerts, Best Practices in
Presentation and Disclosure (formerly, Accounting Trends & Techniques), and
more. To subscribe to this essential online service for accounting professionals,
visit www.cpa2biz.com.

Codified Clarity Standards
.247 The best way to obtain the codified clarity standards is with a subscription to AICPA Professional Standards in the AICPA Online Professional
Library. Although the individual SASs are available in paperback, this online
codified resource is what you need to update your firm audit methodology
and begin understanding how clarity standards change certain ways you
perform your audits. Visit www.cpa2biz.com/AST/AICPA CPA2BIZ Specials/
MostPopularProductGroups/AICPAResourceOnline/PRD∼PC-005102/PC005102.jsp for online access to AICPA Professional Standards.
.248 You can also get the clarified standards in paperback format. Codification of Statements on Auditing Standards is published each spring and includes the clarified auditing standards and the attestation standards. AICPA
Professional Standards, which has the full complement of AICPA standards,
is published each summer.
.249 The codification of clarified standards includes various resources:

r

A preface, "Principles Underlying the Conduct of an Audit in Accordance With Generally Accepted Auditing Standards"
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A glossary of terms defined in the standards
Appendixes describing the differences between GAAS and the
ISAs

Financial Reporting Center of AICPA.org
.250 CPAs face unprecedented changes in financial reporting. As such,
the AICPA has created the Financial Reporting Center to support you in the
execution of high-quality financial reporting. This center provides exclusive
member-only resources for the entire financial reporting process and can be
accessed at www.aicpa.org/FRC.
.251 The Financial Reporting Center provides timely and relevant news,
guidance, and examples supporting the financial reporting process. You will
find resources for accounting, preparing financial statements, and performing
various types of engagements, including compilation and review, audit and
attest, and assurance and advisory.
.252 For example, the Financial Reporting Center offers a dedicated section to the Clarity Project. For the latest resources available to help you implement the clarified standards, visit the "Improving the Clarity of Auditing
Standards" page at www.aicpa.org/SASClarity.

Industry Conferences
.253 The AICPA National Governmental Accounting and Auditing Update
Conference (GAAC) EAST is held in late summer (August 11–12, 2014) in
Washington, D.C., and its counterpart, the AICPA National Governmental
Accounting and Auditing Update Conference (GAAC) WEST, takes place in
Denver, Colorado, in early fall (September 22–23, 2014). These conferences
are designed for CPAs working in federal, state, and local government; public
practitioners with government auditees; and regulators who need to be aware of
emerging developments. These CPAs should attend one of these conferences to
remain current on the issues. Attending one of these conferences is a great way
to receive timely guidance, along with practical advice on how to handle new
legislation and standards, from key government officials and representatives
of the accounting profession, including the standard setters themselves.
.254 The AICPA National Governmental and Not-for-Profit Training Program is scheduled to be held October 20–22, 2014, in Las Vegas, Nevada. Obtain
the most up-to-date coverage on current and emerging issues and topics. Standard setters and industry leaders discuss a broad range of topics, including
developments in governmental accounting and auditing; advances in financial
statement reporting and the latest in proposed regulations; future issues affecting NFP organizations; and laws on the local, state, and federal government
levels.
.255 The AICPA National Healthcare Industry Conference is scheduled
to be held November 6–7, 2014, in Las Vegas, Nevada. This conference is an
unparalleled opportunity to gain the information and techniques you need to
know to stay on top of trends to benefit your practice and client offerings. With
access to some of the nation's top health care specialists, you will get up-to-theminute information on the latest developments in healthcare issues. Leading
healthcare experts will cover the most important accounting, auditing, legislative, regulatory, legal, tax, valuation, and operational issues in the industry.
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With panel discussions, Q&As, and interactive sessions, it is your opportunity
to be invigorated with new thinking and cutting-edge strategies and to come
away with valuable insights and tools you can implement immediately.

AICPA Governmental Audit Quality Center
.256 The GAQC is a voluntary membership center for CPA firms and
state audit organizations that is designed to improve the quality and value
of governmental audits. For purposes of the GAQC, governmental audits are
performed under GAS and are audits and attestation engagements of federal,
state, or local governments; NFP organizations; and certain for-profit organizations, such as housing projects and colleges and universities that participate
in governmental programs or receive governmental financial assistance.
.257 The mission of the GAQC is to

r
r
r
r
r

raise awareness about the importance of governmental audits,
serve as a comprehensive resource provider on governmental audits for member firms and SAOs,
create a community of firms and SAOs that demonstrates a commitment to governmental audit quality,
list member firms and SAOs to enable purchasers of governmental
audit services to identify GAQC members, and
provide information about the GAQC's activities to other governmental audit stakeholders.

.258 The GAQC keeps members informed about the latest developments
through a number of resources and provides them with tools and information to
help them better manage their audit practices. CPA firms and state audit organizations that join demonstrate their commitment to audit quality by agreeing
to adhere to certain membership requirements.
.259 The GAQC is celebrating its 10th anniversary. The GAQC center has
been in existence since September 2004. Since its launch, center membership
has grown to 245 state audit organizations and approximately 1,800 firms from
50 states, the District of Columbia and Puerto Rico. The CPA firm portion of the
GAQC membership accounts for approximately 91 percent of the total federal
expenditures covered in single audits performed by CPA firms in the Federal
Audit Clearinghouse database (http://harvester.census.gov/sac/) for the year
2010 (the latest year with complete submission data).
.260 The GAQC's focus is to promote the highest quality audits and save
members time by providing a centralized place to find information that they
need, when they need it, to maximize quality and practice success. Center
resources and benefits include the following:

r
r

E-mail alerts with the latest audit and regulatory developments,
including information on the revisions relating to OMB Circular
No. A-133 and the Uniform Guidance for Federal Awards as set
forth by the OMB
Exclusive webcasts and webinars on compliance auditing and
timely topics relevant to governmental and not-for-profit financial statement audits (Optional CPE is available for a small fee,
and events are archived online.)
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Dedicated GAQC website at www.aicpa.org/GAQC with resources,
community, events, products, and a complete listing of GAQC
members firms in each state
An Auditee Resource Center containing practice aids and other resources to keep auditees well informed about audit requirements
and other issues related to their audits
A "GASB Matters" page, which lists resources found on the website related to GASB topics of current interest
Single audit practice aids and tools are available via the GAQC
website
Advocacy regarding issues related to the audit and regulatory
environment facing auditors
A marketing toolkit for member firms
Savings on professional liability insurance

.261 Some of the GAQC's resources are available only to members; however, other resources are available to the public and can be accessed from the
GAQC website. For more information about the GAQC, visit www.aicpa.org/
GAQC.
Help Desk—With all the quality issues being noted in governmental audits
(see further discussion in the "Economic and Industry Developments" and
"Audit Issues and Developments" sections of this alert), your CPA firm or
state audit organization should consider joining the GAQC. To enroll or learn
more about the GAQC, including details on the membership requirements
and fees for membership, go to www.aicpa.org/GAQC or e-mail GAQC staff
at GAQC@aicpa.org.

AICPA Industry Expert Panel—State and Local Governments
.262 The AICPA SLGEP devotes significant time and resources toward
addressing accounting and auditing issues related to audits of state and local
governmental entities. Additionally, the SLGEP issues comment letters in response to GASB due process documents on a regular basis. To more clearly highlight the work of the SLGEP, including the recently issued pension whitepapers
and auditing interpretations, the GAQC has added a new resource center titled
"GASB Matters" to the GAQC Web site to consolidate issues, resources, and
communications from the AICPA and the SLGEP on GASB matters. You can
access this new resource center by clicking on the "Resources" link on the upper
left hand corner of the GAQC home page. On the "Resources" page click on the
"GASB Matters" link in the upper left hand corner.
.263 For more information about the activities of the SLGEP, you can
also visit the panel's webpage at www.aicpa.org/InterestAreas/FRC/Industry
Insights/Pages/Expert Panel State and Local Governments.aspx.

Industry Websites
.264 The Internet covers a vast amount of information that may be
valuable to auditors of state and local governmental entities, including current industry trends and developments. Some of the more relevant sites for
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auditors with state and local governmental clients include those shown in the
following table:
Organization

Website

AICPA Governmental Audit Quality
Center

www.aicpa.org/gaqc

Association of Government Accountants

www.agacgfm.org

Association of Local Government
Auditors

www.governmentauditors.org

Catalog of Federal Domestic Assistance

www.cfda.gov

Electronic Municipal Market Access

http://emma.msrb.org/home

Federal Audit Clearinghouse

http://harvester.census.gov/sac

Financial Accounting Standards Board

www.fasb.org

Government Accountability Office

www.gao.gov

Governmental Accounting Standards
Board

www.gasb.org

Government Auditing Standards (Yellow www.gao.gov/yellowbook
Book)
Government Finance Officers
Association

www.gfoa.org

International Accounting Standards
Board

www.ifrs.org/Pages/default.aspx

International Auditing and Assurance
Standards Board

www.ifac.org/auditing-assurance

International Ethics Standards Board
for Accountants

www.ifac.org/ethics

Municipal Securities Rulemaking Board

www.msrb.org

National Association of State Auditors,
Comptrollers and Treasurers

http://nasact.org/

Offices of Inspectors General

www.ignet.gov

Office of Management and Budget

www.whitehouse.gov/OMB

U.S Securities and Exchange
Commission information for municipal
markets

www.sec.gov/municipal

.265 The state and local government practices of some of the larger CPA
firms also may contain industry-specific auditing and accounting information
that is helpful to auditors.
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